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While others are playing and wasting their 
  evenings, so far as business advancement is con­
cerned, you can be gaining knowledge that would other­
wise take years to obtain. About one out of every ten 
realizes that the only sure way to get ahead is to train 
for a better position — and they do get ahead. The 
others trust to “pull” and luck — and they keep on 
“trusting.”
Real opportunities await men who have a thorough 
training in accountancy. More and more men are 
making good through sound knowledge of accountancy, 
because business needs such men.
Almost from the very start you can begin to "cash in” 
on your knowledge. Bear in mind that the “school of 
experience” graduates old men only.
Getting Ahead
No school offers a finer record of real achievement than 
does the Walton School. And what a school has done 
for others is the best guarantee of what it can and will 
do for you.
The Walton School, with its unequalled record of more 
than 1,000 Certified Public Accountants, nine successive 
years of American Institute honor winners, and twenty 
medals for high honors in the Illinois C. P. A. examina­
tions, offers the quickest possible means of securing the 
kind of experience that pays big returns.
“The Walton Way” Has Started Many 
Men on the Road to Success and
Independence
The book you see illustrated above has actually helped 
scores of men to obtain the best things in life, for here 
is a book that clearly tells you the possibilities for 
advancement in executive and professional accounting. 
It explains exactly why business pays big rewards to 
men who are trained in this particular line. For account­
ancy, after all, is the very life-blood of modern business. 
You really owe it to yourself to send for the book that 
tells all about the Walton training in accountancy. It 
costs you nothing — yet reading it may be the turn 
upward in your business career. Mail the attached 
coupon today and get your copy of “The Walton Way 
to a Better Day.”
Day and Evening Classes and 
Correspondence Instruction
As day classes are started at frequent intervals, it 
usually is possible for a day student to begin at the 
point in the course for which his previous education 
and experience qualify him. Evening resident classes 
start in September and January.







Member National Home Study Council
WALTON SCHOOL OF COMMERCE, 365-375 McCormick Building, Chicago.
Without obligation on my part, please send me the copy of “The Walton Way to a Better Day,” and suggestions as to what 







interested  □ Resident Day Classes
in 
 □ Resident Evening Classes
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AN ADVISORY SERVICE
FOR ACCOUNTING 
. . . NATION-WIDE IN ITS SCOPE . . .
Maintained as a "proving ground” for new methods of accounting 
procedure, the Laboratory of Business Methods Research is in no 
sense a sales room or a business show. Rather, it is a secluded center 
of research, freed from distractions and needless interruptions, to 
which accountants from all parts of the country may turn for assis­
tance in determining and obtaining the real facts concerning modern 
business methods and in solving the many puzzling problems which 
present themselves in their daily contacts.
In the Laboratory, your problems will be treated with professional 
confidence whether you present them personally or enter into 
correspondence with us. A staff of competent personnel has been 
gathered together who are well qualified to analyze your special prob­
lems and to conduct tests and experiments to determine which 
equipment and which methods are best suited to each particular case.
The Laboratory itself is equipped with a complete line of Reming­
ton Rand products pertaining to the collecting, recording, analyzing, 
signalling, indexing, distributing, storing and protecting of all man­
ner of accounting data. As a result, every facility is present for the 
making of detailed demonstrations and specific applications and for 
the furnishing of impartial information.
That there has been a need for such a Research Laboratory is 
apparent by the large number of representative accountants now 
making use of its facilities. Its services are available either through 
personal conference or correspondence only to those possessing 
registration cards. They are procurable by writing to
Director of Business Methods Research Laboratory, 
Remington Rand Business Service Inc.,
Remington Building, 374 Broadway.
New York City
•
THE HOURS: Ten A. M. to Five P. M. On Saturdays: Nine A. M. to 12 M.
Telephone: Worth 7500
There will be no charge for the use of the Laboratory or its services in any way whatsoever.
When writing to advertisers kindly mention The Journal of Accountancy
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WHY SENTENCE A HIGH-PRICED
EXECUTIVE TO 7 WEEKS OF HARD 
LABOR, EVERY YEAR?
IT IS a basic principle that business executives should confine themselves to major business 
problems leaving routine duties to lower-salaried 
assistants. But many otherwise efficient organiza­
tions still saddle their important officials with the 
task of signing hundreds of checks by hand!
(Check signing isn't a matter of brains or busi­
ness ability. It's manual labor — hard, cramping 
uneconomic labor. A rapid penman can hand- 
sign about 300 checks an hour. Even in a business 
of moderate size he may be called upon to issue as 
many as 100,000 checks a year. That is the equiv­
alent of 41 working days of eight hours each. 41 
days, 7 weeks lost from the working schedule of a 
valuable man!
To end this waste of executive time and energy, 
banks, railroads, city and state governments, 
manufacturers of all kinds everywhere. have made 
check signing a clerical detail like typing or filing
by installing a Todd Check Signer.
Electrically operated, the Todd Check Signer 
requires the attention of only one employee.
Sheets of checks fed into the model shown above 
are signed, cut and stacked in numerical order at 
the rate of 7500 an hour. With practice much 
higher speeds are attained. Two Yale locks and a 
built-in meter which records every check passing 
through the machine, simplify the matter of 
executive supervision. A smaller model signs 1200 
cheeks an hour.
The Todd Check Signer signing cheeks fifteen 
times faster than they can be done by hand, ob­
viously will soon pay for itself as well as for the 
checks it uses' And it is not only swifter, but very 
much safer. Its signature appears upon an intri­
cate background accompanied by a facsimile of an 
individual a building a trade-mark or some 
other distinguishing emblem. It is more difficult to 
counterfeit than any other ever devised.
For full information about the Check Signer or 
any other Todd product, address The Todd 
Company, 1134 University Avenue. Protecto- 
graph Division, Rochester, N. Y. Sole makers of 
the Protectograph, the new Super-Safety Checks 
and Todd Greenbac Checks.
TODD SYSTEM OF CHECK PROTECTION
When writing to advertisers kindly mention The Journal of Accountancy
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Revised Edition! Helpful Texts for Accounting Students
Theory, Auditing and Problems
A four-volume digest of problems and ques­
tions given in 955 C. P. A. examinations by 
accountancy boards in 48 states; June, 1929 








39 New Jersey.................. 16




23 Wisconsin. . . .............. 18
26 Other States................... 572
The four buckram-bound volumes contain 400 
problems and 5,824 questions, classified in 
related groups, with lectures authenticated by 
7,579 specific references to recognized accounting 
authorities. Volume II solves problems in Volume 
I; Volume IV problems in Volume III. Time 
allowances are given so problems may be solved 
under C. P. A. conditions.
A Golden Opportunity
This set is almost indispensable to C. P. A. 
candidates as it combines C. P. A. theory and 
auditing questions with authenticated lectures, 
and classified C. P. A. problems with solution 
and time allowances.




By Belding and Greene
A two-volume course in elementary accounting and 
bookkeeping technique. Develops the subject by means 
of the arithmetical formula which underlies the ac­
counting process: Given the Assets, Liabilities, and 
Capital at the beginning of a period and all changes in 
each during the period, to find the Assets, Liabilities, 
and Capital at the end of the period. 
List Prices: Elementary Course, $1.50: 
Advanced Course, $1.50; Practice Set, $1.20 
BASIC ACCOUNTING
By George E. Bennett, A.B., LL.M., C.P.A. 
Treats those basic principles of accounting which are 
somewhat in advance of those developed in the usual 
bookkeeping course, but is so correlated therewith as to, 
leave no gap in the process of transition from book­
keeping technique. List Price, $5.00
MATHEMATICS FOR THE 
ACCOUNTANT
By Eugene R. Vinal, A.M. 
A course in Actuarial Science for the accountant who 
desires to prepare for the American Institute of Ac- 
countants or C.P.A. examinations of the various states, 
List Price, S3.00  
The Gregg Publishing Company
New York Chicago Boston 
San Francisco Toronto London 
For Your Convenience
The following Sales Offices have been established, where 
you may call, write or telephone for prompt delivery 












Lobby Suite 5, Central Bldg 
Telephone MAin 4088 
735 Terminal Sales Bldg., 446 Morrison St 
Telephone BRoadway 9238Portland
 THE WHITE PRESS COMPANY, INC., 
 Departmental Bank Bldg., Washington, D. C. 
 You may send me on 5 days approval books checked. 
 □ Complete Set (Four Volumes, 1,871 pages), $15.00 
 □ Volume I and Solutions (Vol. II), $7.50 
□ Volume III and Solutions (Vol. IV), $7.50 
 I agree to pay for the books or return them postpaid within 
five days of receipt. 
Signed................................................................................................... 
 Street...................................................................................................... 
 City........................ ......... ..................................................................... 
 (Sent on approval only in U. S. and Canada) 




823 J. Street 
Telephone Main 4453
Arcade 5, Monadnock Bldg 
Telephone GArfield 7631 
3 30 North Los Angeles St. 
Telephone MAdison 1401 
Charles R. Hadley Company
General Offices Los Angeles. Calif.
pathfinders
lN LOOSELEAF SYSTEMS
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THE JOURNAL OF ACCOUNTANCY
Bound Volumes
— of —
THE JOURNAL of 
ACCOUNTANCY
VOLUME XLIX
January, 1930 — July, 1930
$4.00 a Volume
The Journal of Accountancy
Incorporated
135 Cedar Street, New York, N. Y.
Back Volumes 
for Sale
From VOLUME XX 
to 
VOLUME XLIX
Price $4.00 a Volume
The Journal of Accountancy
Incorporated
135 Cedar Street, New York, N. Y.
Solve Your Accounting
Problems
 This Library has helped thousands of other accountants in 
 meeting the situations they encounter daily; in keeping abreast 
of the latest and most efficient methods; in progressing in the 





2742 proven accounting plans and methods. 1576 fact- 
packed pages. 265 forms, charts and illustrations. 
Carefully indexed.
You will be amazed at the thoroughness of this set. In its four 
volumes you will find the various bookkeeping practices —the 
factors in accounting; net worth accounts, funded debts, valua­
tion problems, current assets, inventories, liabilities —- to men­
tion but a few. In addition to its daily usefulness in confronting 
your problems, it can be a valuable aid in brushing up on mod­
ern accounting methods. It can be a real asset to the accountant 
employed by a corporation or “on his own."
Authors of Wide Experience
The authors of this set are men of wide experience and repu­
tation. They are: GEORGE BENNETT, Professor of Account­
ing, College of Business Administration, Syracuse University; 
PAUL L. MORRISON, Executive Vice-President, George M. 
Forman and Company; ERIC L. KOHLER, member, E. L. 
Kohler and Company; PAUL W. PETTENGILL, member, 
Paul Pettengill and Company; HENRY BRUERE, Executive 
Vice-President, Bowery Savings Bank, New York City; and 
ARTHUR LAZARUS. Consultant, Policyholders’ Service 
Bureau, Metropolitan Life Insurance Company.
Send no money—see these books FREE
We would like you to enjoy the same free examination offer 
that has convinced others of the worth of these four books. See 
them — use them for 10 days free. Then, after you have ex­
amined them at your leisure, decide if these aren't books you 
will want to have always handy. Then, return the books or 
remit only $1.50 and $2.00 a month until the special price of 
$17.50 has been paid.
Fill in and mail this coupon — NOW
When writing to advertisers kindly mention The Journal of Accountancy
McGRAW-HILL FREE EXAMINATION COUPON 
 McGraw-Hill Book Co., Inc., 370 Seventh Ave., N. Y. 
 Send me the Accountants' Encyclopedia, four volumes, for 
10 days’ free examination. If satisfactory, I will send you a 
first payment of $1.50 in 10 days and $2.00 a month for 
 eight months. If not wanted I will return the books. 
 Name.............................     
 Home Address................ ............................................ 
 City and State............................................................................... 
 Position....................................... ............................................. 
Name of Company....................................................J.A. 11-30 
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National Accounting
Machines ... give better results
IN LESS TIME ... AT LOWER COST
The National Accounting Machine has 
brought new standards to the field of 
mechanical accounting.
It is the only accounting machine with a 
standard adding keyboard and typewrit­
ing keyboard. It has important auto­
matic features that are not available on 
any other machine.
In retail stores, general offices, manu­
facturers, wholesalers, brokers, banks 
and practically every other kind of busi­
ness it is producing oustanding results.
Every accountant should know the 
possibilities of this machine. Our repre­
sentative in your city will be glad to 
explain them to you.
WHAT USERS SAY
"A National Accounting Ma­
chine installed four years ago 
paid for itself in salaries the 
first year and has saved us 
$1,5 00 annually since.”
Brauer Bros. Shoe Co.
"Although our number of ac­
counts increased greatly in 
moving to a new location the 
National Accounting Machine 
makes it possible to handle them 
with little or no extra expense.” 
Oliver Cadillac Co.
"We are doing with one girl 
and a National Accounting Ma­
chine more work than we for­
merly did with three men.” 
Albert Wenzlick Real Estate Co.
"National Accounting Machines 
have enabled us to increase pro­
duction over 200% on accounts 
receivable and to materially de­
crease operating costs.”
Stix, Baer & Fuller Co.
"The National Bookkeeping 
Machine has enabled us to get 
our statements for retail ac­
counts out promptly on the first 
of the month and also to have 
trial balance taken from all 
ledgers with a saving of about 
50% of the labor formerly 
required.”
Robert Cherry’s Sons.
THE NATIONAL CASH REGISTER COMPANY 
World’s Outstanding Producer of Accounting Machines and Cash Registers 
DAYTON, OHIO
When writing to advertisers kindly mention The Journal of Accountancy
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To Men Planning
For the C. P. A. Examination
LaSalle Extension University offers a special C. P. A. Coach­
ing Course by correspondence which has proven highly 
successful in preparing candidates successfully for C. P. A., 
C. A., and C. G. A. examinations.
This Coaching (which is given in our Resident School in 
Chicago and by correspondence elsewhere) includes 80 
carefully selected C. P. A. and American Institute problems 
— problems which cover representative questions on the 
accounting subjects most generally presented in such 
examinations. In addition, it includes a complete review of:
Theory of Accounts 
Business Law 
Auditing Procedure
Cost Accounting Procedure 
Accounting Systems 
Income Tax Procedure
and selected actual problems.— a total of 82 lessons.
Full explanatory notes and time limit directions accompany 
the 80 C. P. A. problems. The other work consists of com­
plete text material with loose leaf assignments.
All papers are graded by Certified Public Accountants who 
give full time to LaSalle Extension University under the 
personal supervision of W. B. Castenholz, A.M., C. P. A. 
Model solutions with further explanatory notes are sent to 
the student with his graded papers.
If by any chance you do not pass the examination the first 
time we will continue your coaching — without further 
charge. 
If you really mean business about winning the C. P. A. 
degree — with all that it means in professional prestige 
and earning power — find out about this thoroughly proven 
and reasonably priced C. P. A. Coaching and how it can 
help you prepare. A note to our Dept. 11479-H will bring 
full information without cost and without obligation.
LaSALLE EXTENSION UNIVERSITY
Michigan Avenue at Forty-First Street, Chicago, Illinois
When writing to advertisers kindly mention The Journal of Accountancy







Contains: Report of Proceedings at Annual Meeting, 
September, 1930. Lists of Members and Associates. 
Reports of Officers and Committees. Constitution and 
By-Laws and Rules of Professional Conduct. Personnel 
of all State Boards of Accountancy.
This volume, substantially bound, will be 
on sale this month at $1.65, delivered in 
the United States and Canada.
 American Institute of Accountants
135 Cedar Street, New York
When writing to advertisers kindly mention The Journal of Accountancy
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The Same High Quality
~~but Broader in Range!
When the first U. S. 
postage stamps were 
issued in 1847, 
Shaw’s * Blank 
Books had been the 
standard of quality 
for 16 years
When the first tele­
gram was delivered 
in 1858, Shaw’s * 
Blank Books had 
already been the 
standard of quality 
for 27 years
When the first com­
mercially success­
ful typewriter was 
made in 1873, 
Shaw’s ★ Blank 
Books had been the 
standard of quality 
for 42 years
SINCE 1831 Shaw’s * Blank Books 
have been the standard of quality in their 
field,—a century of service which has made 
them favorably known to accountants every­
where.
NOW, this famous line is a mem­
ber of the Wilson-Jones family of products, 
unchanged in quality but, in keeping with 
the Wilson-Jones policy, added to and broad­
ened to fill every blank book need.
Almost every progressive stationer 
is a Wilson-Jones dealer and, as such, now 
carries a complete stock of Shaw’s Blank 
Books in addition to the loose leaf forms, 
binders and systems which carry the Wilson- 
Jones trade-marks and are outstanding in 
their adaptability to every record-keeping 
and accounting need of business.
Your own stationer will gladly 
show you these Wilson-Jones products,—aid 
you in quickly obtaining any special forms 
or systems you may require.
WILSON-JONES COMPANY
NEW YORK CHICAGO KANSAS CITY
SERVING ACCOUNTANTS THROUGH PROGRESSIVE STATIONERS
When writing to advertisers kindly mention The Journal of Accountancy
THE JOURNAL OF ACCOUNTANCY
Have You Received Your Copy?
Send now for this free booklet which describes and illustrates a 
remarkable new assortment of “working tools” for the accountant.
New forms, handy working kits, compact filing covers—all planned 
by accountants with the advice of practicing C.P.A.’s, for the special­
ized use of accountants everywhere — all described in this booklet.
Time-savers, trouble-savers, mistake-savers—these forms, indexes 
and binders help to organize the work of any accountant (indi­
vidual or firm) for swifter, more accurate, more profitable work.
Your copy will be sent the minute we receive the coupon below. 
NATIONAL
National Blank Book Company
DEPARTMENT 7-Y HOLYOKE, MASS.
Please send me, without obligation, your 





Progressive stationers in your city are ready to sup­
ply you or your clients with National equipment.
When writing to advertisers kindly mention The Journal of Accountancy





of the International Accountants Society, Inc.
SINCE its development, the Inter­national Accountants Society has always sought to keep its training up 
to date in every particular. This is the 
purpose of the loose-leaf arrangement 
of the lessons, making continuous re­
vision possible.
Recently there have been many im­
portant changes in the structure and 
tempo of business. To keep pace with 
business, it has been necessary for 
accounting practice also to change and 
develop.
It is with considerable pride that the 
International Accountants Society now 
announces that a major revision of the 
Course has just been completed.
The new revised Course contains all 
the latest developments. It is the 
culmination of twenty-seven years' 
experience in teaching Accounting 
through the home-study method.
A few of the improvements
Among the important changes which 
have been accomplished are the fol­
lowing:
Extensive revisions have been made in 
the section on Accounting Elements
Revision, re-arrangement and exten­
sion have been effected in General 
Accounting
Instruction in the more technical 
phases of Corporation Accounting 
has been taken out of the General 
Accounting section and has been re­
vised and expanded into a new 
section of 10 lessons
The lessons on Standard Costs have 
been expanded into a new 10-lesson 
section completely covering the 
subject
Entirely new teaching methods have 
been developed and applied to the 
Course
Hundreds of new drawings charts and 
illustrations appear in the revised 
Course.
In the steady growth of the Inter­
national Accountants Society, the good­
will of the Accounting profession has 
always played an important part. We 
believe that this new and improved 
training will serve to increase this 
good-will.
We will be glad to mail a compli­
mentary copy of a new descriptive 
booklet which gives the facts regarding 
the revised Course in more detail than 
we have space for here. Address the 
International Accountants Society. 
Inc., 3411 South Michigan Avenue. 
Chicago, Illinois.
International Accountants Society, Inc. 
A Division of the 
ALEXANDER HAMILTON INSTITUTE 
When writing to advertisers kindly mention The Journal of Accountancy
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NEW BOOKKEEPING MACHINE
Posts two or more records in combination 
in handling any kind of accounting work 
such as accounts receivable, accounts pay­
able, payroll, general ledger, distribution 
and stock records.
Also provides full-width proof journal con­
taining a complete transcript of all postings.
Call the local Burroughs office for a demonstration, 
or write for special descriptive folder.
Time required for operation in 
inserting, aligning and removing 
forms reduced to the minimum. The 
operator, seated at the machine, uses 
only one hand to insert, align and 
remove forms. Front insertion also 
eliminates the inconvenience of turn­
ing forms around platen. The journal, 
remaining around the platen, auto­
matically spaces up for each posting.
Burroughs Aciding Machine Company, 6341 Second Blvd., Detroit, Michigan
BACKED BY WORLDWIDE BURROUGHS SERVICE
When writing to advertisers kindly mention The Journal of Accountancy
Faster and easier to operate, as it combines 
the speed of cylindrical platen posting with 
the speed and convenience of front-feed 
insertion, alignment and removal of forms.
The Journal of Accountancy
Official Organ of the American Institute of Accountants
A. P. Richardson, Editor
[Opinions expressed in THE JOURNAL OF ACCOUNTANCY are not necessarily en­
dorsed by the publishers or by the American Institute of Accountants. Articles are 
chosen for their general interest, but beliefs and conclusions are often merely those of 
individual authors.]
Vol. 50 November, 1930 No. 5
EDITORIAL
One of the most interesting features of 
the recent meeting of the American In­
stitute of Accountants at Colorado
Springs—leaving out of consideration for a moment the majestic 
beauty of the surrounding mountains and plains from which it was 
difficult to turn to the prosaic matters of convention—was a 
series of papers by younger members of the Institute. There 
were in all five such papers, none of which was written by a charter 
member of the Institute. Some of the authors are men employed 
by large firms. Others are practising individually or in partner­
ships. They represented therefore all classes of professional 
activity. Now it might have been expected that some of these 
young men would adduce revolutionary notions. We have been 
told so often that the ideals of the established leaders of ac­
countancy are not shared by the present generation that it would 
be reasonable to look for radical proposals. It has been said that 
the system of ethics to which the Institute has adhered is outworn 
and should be abandoned. Certain vocalists have been saying 
that the standards of education, practice and examination set by 
the Institute should be lowered because the youthful members of 
the profession would have it so. Some orators, lured into the land 
of topsy-turvy by the sound of their own voices, have been telling 
all who would listen that in order to advance the profession must 
go backward—that by admitting everyone who seeks admission 
the Institute will render membership valuable. And the frequent 
argument of these little fellows with loud tones is that youth will 
be served—which seems to mean badly served.
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There is always a difference in the opin­
ions of men. If it were not so, how in­
tolerably monotonous would be the 
meetings of men. There are some accountants who think that the 
ethical and other standards now in force are perfect, some that 
they are fairly good, others that there should be changes upward 
or downward. And that, of course, is as it should be. But the 
young men at Colorado Springs behaved quite astoundingly. 
They did not give any evidence of the iconoclastic proclivities 
which are supposed to sway them. They adopted instead a stout 
stand for the so-called conservative policies and even urged, with 
a remarkable unanimity, that the standards be raised still higher. 
Apparently there could have been no preliminary agreement 
among them to speak in chorus. They came from different sec­
tions of the country and were strangers to each other. Yet in all 
that they said one could hear the undertone of loyalty to the high 
principles which have made the Institute strong. In the course of 
discussions at the meetings and in personal conversation one heard 
always expression of the same desire that there must be a higher 
and higher standard. The amendments of by-laws which were 
proposed and passed without dissenting vote will require, if ap­
proved in the referendum, longer preliminary practice and will 
give the examining board power to exercise more careful selection 
in the acceptance of applications. There is a point which it 
would be unwise to surpass in the raising of barriers to admission. 
It would be folly to make demands which would shut out the 
truly desirable men, and it is conceivable that any organization of 
a professional character can become so exclusive as to defeat its 
own purposes. That, however, is not probable. As a rule it may 
be safe to say that the maintenance of lofty standards strengthens 
an organization, makes membership in it more keenly to be 
desired, increases steadily its influence upon the public and best 
serves its day and generation. Some of the fathers in Israel may 
have wondered a little about the sentiments of the new-comers 
and a few, slightly timorous, may have felt that perhaps it might 
be well to concede something to the subversive ambitions of the 
young men, of which so much has been said. It will be a pleasant 
revelation to doubters to read what the obstreperous youths have 
to say. Apparently they know what they want. They would 
have high standards made higher. So far as the new members 
are concerned the motion to advance is carried unanimously.
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It is the vogue to speak of the depres­
sion of business which is weighing down 
the world. Newspapers and magazines 
are writing about it. Every other fellow who crowds his way to
the front of the rostrum for a clamatorial moment puts his breath 
to the task of explaining the condition and predicting the change 
for better or worse which must soon ensue. People who are not 
greatly affected by the state of affairs—men, for example, like 
members of college faculties whose income, generally far too small 
for perfect peace, is nevertheless fairly certain to be received—are 
loudest in their exposition of the case. Everybody, even the man 
out of work whose family is looking forward to a drab and chilly 
winter, is talking of hard times. It is the duty of the leaders of 
business, finance and politics to discern and point out to the rest 
of us every indication of the coming dawn—and they are doing 
their best. But sometimes it seems that there may be a little too 
much protestation. Every sailor who has done his trick at the 
wheel, when perhaps the young moon has set at the close of the 
midwatch and the stars seem tired and the sky is deep, cloudless 
black, knows that there is an exhilaration in turning his eyes from 
the lubber’s mark or the weather leech of the topsails and seeing, 
first in fancy, then in positive reality, a greyness in the east. 
When that appears it drags up after it a multitude of colors and 
with amazing speed the sun itself sets fire to the darkness—and 
day is here. Now the men who are on watch at the head of 
affairs think that the grey dawn is beginning—at least they say so, 
and probably they are truthful. There is a prospect of morning— 
indeed while the mechanics of our solar system control there is 
always a reasonable assurance that light will return. But the 
point which sometimes seems to have been overlooked is that in 
our eagerness for a much-advertised daybreak we may be engag­
ing temporarily in an orgy of morbid grief, not altogether justified 
by the condition of the weather or the position of the sun.
Economics of Instal­
ment Buying
In the course of a good, inspiring speech 
at Cleveland the other day the president 
of the United States displayed a confi­
dence in the existing as well as the future stability of this coun­
try’s business. And in his usual logical way he explained the 
faith that is in him. One point upon which he laid stress seems 
to have called forth comparatively little comment in the press, 
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but it has a wide significance. He mentioned the subject of in­
stalment buying and it was apparently his belief that we may 
look soon for a resumption of this method of exchanging money 
and merchandise. There is a good deal of sound argument, as 
well as argumentative sound, on both sides of this question. 
People who believe that it is well to encourage the buying of 
everything from real estate to underwear by pledging income 
which may never be received have an abundance of reasons for 
their opinion. The conservatives who cling to the old-fashioned 
theory that it is wise to spend only what one has, and not all of 
that, can marshal an equally imposing array of reasons for their 
opinion. Probably true wisdom marches, as it usually does, in 
the middle of the road. It seems to us that instalment buying of 
homes, which are desirable for all and may be expected to have 
a value when the last payment has been made, may rightly be en­
couraged. But it is impossible for us to see any virtue whatever 
in the contention that motor cars, pianos, radio “sets,” furniture, 
clothing, vacuum cleaners and saxophones should be bought by 
everyone who has or can borrow enough money for payment of 
the first instalment. It is too much like sitting down to dice with 
Death, Fate and shrouded Future as players. It is far pleasanter 
to know one’s partners and opponents. Books of length and im­
posing appearance have been written about the principles and 
effect of instalment sales. The advantage of keeping money in 
circulation has been expounded. All that can be said for and 
against the practice has been said again and again and it all 
comes to this: that one approves and one condemns. It is true 
enough that the people would not have things which they now 
enjoy—at any rate they would not have them so soon—if they 
could not buy by pledging their expected earnings. But, on the 
other hand, if they would save they would be able to buy at lower 
prices and they would feel that what they had in their homes was 
not in peril of going away on the backs of furniture movers. We 
believe that the greater sense of firmness and assurance in a 
scheme of cash purchases would more than compensate for a loss 
of the transitory joys of momentarily terminable possession.
Buyers Are 
Waiting
At such a time as the present there is 
naturally a sharp decline in the volume 
and variety of instalment buying. 
When men and women are out of work they find difficulty in con-
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vincing sellers that their credit is ‘‘ good. ’’ And so people are man­
aging somehow to get along without a new car, and last winter’s fur 
coat will have to go through one more season. In many houses 
there are voids left by the taking off of partly owned and now 
wholly unowned merchandise. As a nation, we are, however, so 
addicted to the plan of articulated payments that we are merely 
awaiting the first faint hint of reviving income to throw wide the 
doors to the instalment agent. It is quite absurd, but true never­
theless. And however unsound the whole custom may be it will 
have a stimulating effect upon business when activity begins. It is 
incontrovertible that part-paying is at low ebb. Most of the articles 
for which payments had to be completed in one or two years have 
now passed to the new owners upon completion of payment or 
have been taken back by the vendors. Instalments payable out 
of current income are comparatively small. People whose salaries 
or other revenues have been reduced are now relieved of the 
burden of contract payments and, in consequence, they can struggle 
along more happily than would have been possible had the loss of 
work or the reduction of income fallen suddenly in the midst of 
the life of a dozen or more instalment agreements. This means 
that while concerns selling chiefly on the part-payment plan are 
seriously injured by the shrinkage of business, people who buy, 
except those who have no work, are better off than they were, and 
for the present at least they are conserving their resources with a 
caution that is bound to conduce to economic health and the re­
capture of that prosperity which it is our good fortune to regard 
as normal.
When the money, which is now held back 
in half hesitant fear, is released there will 
be a steady growth of active buying and,
much as some of us deplore the excesses to which ‘‘ deferred pay- 
ment” sales lead, it must be admitted that the recovery which 
seems near at hand will be assisted materially by the instalment 
buying which will begin the moment the public’s confidence is re­
stored. When President Hoover spoke of this matter at Cleveland 
he was thinking no doubt, not only of the ordinary increase of 
business which might be expected in any improvement of condi­
tions, but also of the accumulating resources which will find outlet 
at the end of the depression. The chief cause of the halt in business 
is the spectre of fear which haunts high places and low. If the 
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people could be persuaded to forget those preposterous days of 
soaring markets, exorbitant wages and extravagant orders; if 
they could be induced to compare 1930 with sane years before the 
crazy era of boom; if, in a word, they could be given a sense of 
far-perspective, we should not hear much about bad times. True, 
there is a tragic amount of unemployment, but that is partly the 
effect of over-employment to meet the extraordinary demands of 
the financial banquet. Hosts of extra servants were needed for 
that hilarious occasion, and the sad part of it was that they 
thought they had permanent positions in the menage. They are 
now going through a doleful period of transition when some of 
them are like to feel the pangs of hunger. Would to God that 
idleness could be avoided, but it seems that it can not. The best 
that can be said about it is that in this blessed land idle days are 
brief. As a rule a man who is able and willing to work need not 
stand long in the market place waiting for someone to hire him. 
Aside from the fact and effect of the present prevalence of un­
employment there is nothing in the condition of affairs here to 
cause alarm. America, perhaps alone among the nations, is 
doing pretty well and it might be a good plan to think so. We 
are getting back to normal business and the 1913 dollar, after 
war and an unhealthy riot of success. The process is painful 
but necessary and, indeed, salutary.
“There is something inherent in the 
work of an accountant which makes 
him, as a rule, meticulous, narrow, con­
cerned wholly with the details to the forgetting of the big world 
and of them who walk therein.” That is quoted from the com­
ments of a man who has spent a rather long life in the field of 
statistics, with holiday excursions into the higher land of econom­
ics. The quotation is not absolutely verbatim, perhaps—it is 
made from memory—but the sense is correctly given. This man 
has been looking over the boundary which separates accountancy 
from his own domain and he believes that he is competent to 
speak with some authority as one who has watched the accountant 
at work and play. And it must be confessed that there is far 
too much of truth in the accusation to be dismissed with a wave 
of the hand. It may not be quite fair to speak of accountancy as 
a cause of over-concentration. There is in accountancy as in 





scholarship and a splendid philosophy. The fault is in ourselves 
that we are underlings. One may make accountancy or any other 
path in life a highway to the hills or a descent to a sunless cave. 
The path is not the cause of our walking backward in it. There is 
no vocation nobler nor more sacrificial than the Christian min­
istry and yet even in that one finds small as well as great souls. 
Is the church to blame? If, then, it be found that a man’s occu­
pation is not the measure of his vision nor the chart of his behavior 
it must appear that the man himself is the culprit if he err.
There was, once upon a time, a babu in 
an office on the Himalayan foothills who
had labored through the night seeking an elusive error of six annas 
in the books of the station. He stared at the figures before him so 
long and so steadily that they burned themselves into his brain 
and he became blind to everything beyond the scrawled pages. 
But ever running on ahead of his eyes as they traveled up and 
down the paper were those fugitive six annas and he could not 
overtake them. It became a race for life. His brain began to 
whirl, but still the six devils pointed their fingers at him and 
screamed in derision. It was all of no avail. He was a beaten 
man. The world was a dreadful place from which he longed to 
depart. He sat back with his head bent forward. Outside the 
window a little greyness supplanted the darkness. The dawn 
came up. Suddenly the sunrise glory flamed on Everest. Daz­
zling splendor spread over all the peaks. Rose red, blue, green, 
gold and all the colors of the spectrum made their entrances and 
their exits on height and slope and over valley. The day had 
come. Clear and perfect whiteness covered the tremendous 
range. And in the little office on the foothills a babu sat hunched 
up and purblind. There was a better light upon the pages of the 
book, reflected from the snowy heads of mountain giants, and by 
the help of that light the keeper of accounts pushed on again in 
chase of the fleeing six. He did not look up to see the wonder of 
the world.
Now this, of course, is allegory, and al­
legory, as everyone knows, is a form of 
writing whose purpose it is to tell truth in the guise of fiction, but 
one also knows well that the moral is always applicable to one’s 
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fellow of the craft who is such a quill-driver as that blockhead of a 
babu. "Those two accountants who have an office across the 
corridor are not a bit better. They stick to it night and day— 
they are dull and self-centered. They do nothing for the general 
welfare of the profession, or of the public either for that matter. 
All they think about is getting an engagement. And they seem 
so well pleased with themselves that it is positively disgusting to 
attempt to be friendly with them. That story about the babu 
must have been written about them. It is a pity, though, that 
they are such slaves to their work.” And if we listen at the door 
of the office across the corridor we shall hear one say, "Old Duffer 
is at his desk over there working on a set of books. When you 
pass by look in. You’ll see him bent double. He does not know 
that the sun is shining on Puget Sound—or the Hudson—or 
Rocky Mountains. He is one of those small minded creatures 
who can not forget the days when he was a fifteen-dollar book­
keeper.”
It is the custom to say that a shoemaker 
must stick to his last and an accountant 
to his figures, but these adages are not entirely true. No one 
should look so fixedly at minutiae that he can not see the mass. 
It may as well be admitted that accountants have often been 
guilty of a pernicious littleness. They have not always taken ad­
vantage of the wide range of thought which opened before them. 
They have been, like all other men, far too much concerned about 
the tangible. But, fortunately, not all accountants are thus 
deficient, and there is an increasing tendency to breadth of knowl­
edge and interest. Some time ago we urged that accountants 
give more attention to the study of economics, and this seems de­
sirable not merely because of the specific subject but also because 
anything which can expand the scope of one’s learning is good. 
There is a brilliant future before the accountant who can take part 
in the march of progress which now goes forward. Indeed it is 
impossible to set any limit to the value of the service which an 
accountant can render to the whole community in which he lives 
and to the general advance of humanity. The myopic old fel­
lows who spent their days and nights in juggling figures largely 
for the sake of juggling have no place in the procession. They 
might be set up on a float of purely historical significance. They 




first Ford car. We owe them a debt of gratitude for their per­
sistence and a little for their improvement of technique, but the 
new generation will not follow them in their limitation. The 
new accountant is a different being. He may not yet be alto­
gether above the reach of a charge of short-sightedness. He is 
not sanctified. But there is a great change in the ways and 
thoughts of the foremost men in the profession. The accusation 
which is the basis of these notes is not merited by all accountants. 
It is deserved by a few, but they are not important and their very 
smallness makes them negligible. As the procession moves on 
we shall lose sight of them in the distance.
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REPORT OF THE PRESIDENT *
* Delivered at the annual meeting of the American Institute of Accountants, Colorado Springs, 
Colorado, September 16, 1930.
By Frederick H. Hurdman
One year ago, at Washington, you accepted the invitation of 
Colorado Springs to hold your next annual meeting in this alto­
gether delightful spot. It seems that your choice has been a 
happy one and even those of you who have come a long way I 
am sure will feel no regret.
In this the second year of office as your president it is my 
opinion that there have been many important developments. 
You will find in other reports a complete review of the year’s 
activities. I shall mention a few only.
During the past year many parts of this country have been 
visited by your president and secretary. It is believed that these 
trips are of great value in creating a better understanding of what 
the Institute means to the profession. Last December it was my 
privilege to attend at Montreal the fiftieth anniversary celebration 
of the founding of the Institute of Chartered Accountants in 
Quebec. Your president and editor represented the Institute in 
London, England, last May at the fiftieth anniversary of the 
granting of the charter to the Institute of Chartered Accountants 
in England and Wales. At the same time we were entertained by 
the Society of Incorporated Accountants and Auditors. On that 
occasion many of the friendships made when our cousins from 
overseas visited us in Washington a year ago were renewed and 
strengthened. Early this month I attended the annual meeting 
of the Dominion Association of Chartered Accountants at Halifax.
The arrangement effected during the year whereby The Cen­
tury Company will publish and distribute books on accounting 
selected and edited by the Institute should add greatly to its 
prestige and improve the quality of accounting literature pro­
duced in the future. Your officers are not so much concerned 
with profits to be derived from this venture as they are in pro­
ducing books by capable authors on subjects on which there 
appears to be a lack of good material at present.
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As a result of this undertaking it seemed wise to make a 
change in the personnel in order that A. P. Richardson, who had 
for so many years very ably filled the position of secretary and 
editor, could devote all his time to editorial work. Accordingly, 
as of January 1, 1930, Mr. Richardson has occupied the position of 
editor and Mr. Carey has served as secretary. Under this arrange­
ment I believe the Institute has two extremely capable officers 
serving in positions for which each is well suited.
From time to time the Institute has been asked to express an 
opinion on questions of accounting procedure. Many of these 
questions were disposed of through the work of special committees 
created for the purpose, but it has been felt that the Institute 
should have a special or standing committee on accounting pro­
cedure which might consider problems of procedure arising from 
time to time in our practice and make some pronouncement which 
would have weight. With the approval of the executive com­
mittee such a committee was appointed during the past year, its 
membership being composed of representatives of the larger firms 
with offices in New York, in order that we might have the benefit 
of the larger experience of those firms and have it quickly. A 
matter of importance is now before that committee, viz., the 
question of the treatment of periodic stock dividends.
A special committee on bankruptcy reform has been appointed 
to assist the authorities in Washington in the investigation of the 
operation of the bankruptcy laws ordered by President Hoover, 
who has indicated his appreciation of our offer of assistance. It 
is hoped, as a result of these efforts, that the accounting pro­
fession may be accorded greater recognition in the future adminis­
tration of these bankruptcy laws.
During the past year the Institute has lost many men who had 
rendered outstanding service. Two in particular should be men­
tioned: Waldron H. Rand, a past president and long a member 
of the board of examiners, and the other, Lewis G. Fisher, former 
vice-president and a member of the executive committee and 
chairman of the committee on state legislation at the time of his 
death. These men rarely missed a meeting of the Institute and 
unhesitatingly answered any call to service.
There appears to be developing throughout the country, espe­
cially among the younger accountants, a deeper appreciation of 
what the Institute represents to the accounting profession. This 
is evidenced by an increased number of applications for member­
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ship, by the interest expressed on the occasions when your officers 
have visited various parts of the country and by the letters re­
ceived from time to time. This is, of course, as it should be if 
those guiding the policies of the Institute will ever keep foremost 
in their minds what is best for the profession as a whole and 
interest themselves in every worth while development affecting 
accountancy.
By the very nature of things most of the undertakings of the 
Institute will have to be effected through the voluntary coopera­
tion of its members. I have been deeply gratified by the spirit of 
cooperation evidenced on the part of all to whom I have issued 
the call to service. To as great an extent as possible I have tried 
to enlist the services of the younger men, believing as I do that 
only by such enlistment can we hope to keep alive the spirit of 
the Institute handed down to us by those older practitioners who 
have given so much in the development of our profession.
I have been much interested in a recent study which devel­
oped the fact that in addition to past presidents the council now 
has in its membership only four men who were on the council when 
the Institute was formed fourteen years ago, and only two of 
those have served with slight interruption. The executive com­
mittee, as now constituted, has only two members who held any 
official position in the Institute as far back as 1916.
Another interesting fact is that in the membership roll of the 
Institute at the present time there are more than nine hundred 
firms of individual practitioners represented. I do not know how 
many individual firms are engaged in practice in the United 
States but I venture to say the Institute numbers a goodly per­
centage of the total in its membership.
These facts are mentioned not in a spirit of boasting but to 
indicate a reason perhaps for the increasing appreciation of what 
the Institute stands for and what it is trying to accomplish for 
the profession.
Important economic changes are taking place in the business 
world, and the accounting profession, because of its close relation 
to business, finds itself very much affected by these changes. I 
have felt very strongly during the past year that if we are to cope 
with the problems constantly arising and maintain the position we 
have gained for ourselves in the public esteem, we must maintain 
the high standards of ethics and practice developed over the past 
years.
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Every effort should be made to extend the influence of the 
Institute by so conducting its affairs that every reputable practi­
tioner will feel that he needs membership in order that his status 
in the community where he practises may be fixed. To accom­
plish this purpose the Institute should have the active coopera­
tion of all its members so that its influence may be felt in every 
worth while movement. Its membership must so conduct itself 
that it will ever retain the respect of those interests we serve. I 
am more strongly of the opinion than ever before that we need 
just such an organization as The American Institute of Ac­
countants.
Let me take this occasion to thank you who have honored me 
in this high office during the past two years, those members of 
committees who have worked so faithfully during the past year, 
members of the council who have, at much sacrifice of time and 
money, attended its sessions and to the staff in New York who 
have performed their duties efficiently and loyally.
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Profit Stater*
* A paper presented at the annual meeting of the American Institute of Accountants, Colorado 
Springs, September, 1930.
By J. P. Jordan
The subject of this paper is “The accountant as a profit in­
creaser as well as a profit stater.” This subject was chosen on 
account of the fact that we are being forced in all our present-day 
business transactions to measure the effectiveness of every dollar 
spent in terms of what it is producing to help the business to be 
more successful, this success being usually rated in earnings.
There is not the slightest intention in any way to depreciate 
the necessity and value of stating profits correctly. On account 
of the fact that there are so many in this world who will deliber­
ately mis-state facts, there has grown up a well warranted custom 
whereby certified public accountants should certify to the correct 
stating of profits, capital value, and everything else in connection 
with a complete set of statements of everything necessary prop­
erly to set forth the standing of any business institution. Any­
thing said in this paper is not intended in any way to minimize 
the necessity of correct stating of profits and of the standing of a 
company as to its assets and liabilities. But, like everything 
else in this life, there is always something else that we can do to 
make ourselves bigger, broader and better, and it is what public 
accountants can do to make themselves more valuable that we 
shall discuss in this paper.
Doubtless many will say that a public accountant is not called 
upon to comment on organization, personnel, methods or any­
thing of that sort. That might be so, because in most cases a 
client would not consider that he knew anything about it, and I 
guess in many such cases the client might be about right. It 
is for us, however, to discuss how this situation may be changed 
with profit not only to the clients, but much more so to public 
accountants themselves.
I want to review five points which, to my mind, have a very 
distinct bearing on the success of a business.
1. Leadership. No business can hope to be successful without 
proper leadership. I do not believe it necessary to discuss this 
point, as I think everyone will agree with this statement. But 
perhaps some of you may ask what leadership has to do with the 
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public accountant. My answer to this is that the accountant can 
have a lot to do with it. Admittedly an accountant who is a 
pure dyed-in-the-wool, non-reading figure merchant, will know 
nothing about what I am saying. But an accountant of the class 
which I believe is in the majority today is in a strategic position 
to know a good deal about the results accomplished by the chief 
executives of the company, on account of the contact which he 
has at stated intervals with men down the line in the organiza­
tion. As a result of this he has a wonderful opportunity to 
judge how the leadership of the chief executives as well as the 
junior executives is succeeding in preserving and building up the 
morale of a company.
Furthermore, any outstanding public accountant invariably 
meets many executives who would, if they could, impose on the 
accountant a misrepresentation of the affairs of the company. I 
have known of many executives who have gone to the extreme of 
trying to induce the accountant to certify to figures to which 
no upstanding public accountant could possibly subscribe. Of 
course, outstanding cases of a flagrant nature are few and far 
between. But there are many cases where, in what might be 
termed minor situations, executives try to put across things 
which they should not attempt with a public accountant. In 
all such cases the public accountant has a wide open opportunity 
to preach business ethics, to argue with the executive that he can 
not afford to do such things; that any actions of proposed sort are 
bound to become boomerangs, even within the executive’s own 
organization, with results which are bound in time to break down 
the morale. Of course, it takes tact and diplomacy to talk this 
way to such executives; but it is one of the opportunities for the 
public accountant to raise the standard of business, in general, and 
of any company which may have such executives at the top.
Executives of companies are quite justified in talking more con­
fidentially with public accountants than they would perhaps wish 
to talk with anyone within their own organization. This is 
brought about by the fact that the public accountant is supposed 
to represent the nth degree of confidence. Furthermore, he is 
supposed to be in contact with so many businesses that it is nat­
ural for executives to talk with him about affairs of many differ­
ent kinds and thereby obtain a range of thought which may be of 
value because the public accountant may have known similar 
circumstances of other companies and be able to contribute some 
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constructive suggestions. This alone is a field for the public 
accountant already recognized, a field which is limited only by the 
experience of the accountant himself. By this I mean that an 
accountant who is thinking beyond the figures themselves, who is 
studying all the various executives, department heads and every­
one else with whom he comes in contact, who goes from one busi­
ness to another and analyzes in his own mind why this business 
should do well while another is not doing so well, who studies the 
effect of the various accounting and control methods used by 
various companies, who in all ways is constantly searching for the 
why of the results, is the accountant who can be a most valuable 
consultant to the executives with whom he comes into contact.
An accountant who has studied the effects in various companies 
of different types of leadership can, with the confidence reposed in 
him by the executives who employ him, say to such executives 
many things that no one else can say. Therefore, there seems to 
be an almost unlimited opportunity for the public accountant to 
study and broaden his mind in matters of management as well as 
figures and thereby be able to carry to his clients a fund of experi­
ence and advice which will make him worth far more than he is 
worth as simply a stater of profits.
2. Organization. A good leader will invariably organize his 
forces in such a way that everybody will know what he is doing 
and what the other fellow is doing, thereby making certain that 
every possible thing is done to set up a proper, definite, organized 
procedure. Many problems enter into this question of organiz­
ing the personnel of a company. Engineering departments may 
be under one executive in one company and under an entirely 
different type of executive in another company. All the functions 
of a business, including manufacturing, purchasing, accounting, 
engineering, selling, traffic, personnel and all the rest of the func­
tions, may be grouped differently with effective results. It is 
necessary in every business to determine how these functions 
should be grouped.
In many companies, especially those of some age, where in­
dividual men have grown up to large stature in the management 
of the company, we find organization grouped around these men 
instead of by functions. This is a dangerous situation as a 
function lives; but a person dies. Stability for the future, 
therefore, demands serious attention to the organization of the 
various functions and the fitting of the personnel thereto.
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Here, again, you may ask where the public accountant comes 
in. I can answer quickly that he comes in to this problem as no 
one else can. His work as public accountant brings him in touch 
with the business to such an extent that he is in a position to know 
exactly what is going on, because he knows how all figures are 
grouped, and it is within his province to ascertain exactly what is 
meant by the groupings. As a result of this he is in a position to 
know how well the business is organized as to its functions and its 
personnel.
But here, again, comes the problem of the extent to which the 
accountant can go in remedying or suggesting remedies for condi­
tions which are not healthy. My only answer to this is the 
answer which applies to anything and everything else, namely, 
the suggestion of remedies will depend entirely on the extent to 
which the public accountant has read, studied, analyzed, com­
pared and in all other ways broadened his own mind concerning 
the conduct of business institutions in general as compared with a 
statement of how one institution has been conducted.
As the next of the five points we are considering intertwines 
somewhat with this matter of organization, let us pass on to the 
next point in order to have a freer discussion.
3. Records to Fit Organization. One of the gravest faults with 
records of any kind in the past has been the practice of having 
various expense, sales and other accounts, without a fixed re­
sponsibility within the organization for the results shown by the 
records. To get the best, not only out of the organization, but 
also out of the records, all records should be set up to fit the 
various responsibilities which have been definitely fixed by the 
organization procedure.
Nearly thirty years ago I started to play around with cost 
records. When I went into professional work in 1903, twenty­
seven years ago, I called myself a cost engineer. Almost every­
body called me a “nut.” But it has always been my principal 
sport to do things which would bring out such a name. I shall 
never forget the first cost method that I installed. It was a 
“pippin.” We had the direct labor all right—in fact, very well 
indeed; we had the material taken care of; and then we took 
everything else and added it by percentage to the direct labor and 
material combined. My recollection is that it took only about 
three months to find out how wrong that was, and then I started 
adding the burden in manufacturing to the direct labor alone.
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From then on came rapid developments with which I have been 
occupied all the years since.
As we got along into 1910 and 1911, I began to wonder why it 
was that so many of the perfectly wonderful cost installations 
which I had put in fell by the wayside. Of course, each installa­
tion was perfect. Therefore, something must be wrong some­
where else. Accordingly, I began to make a review of some of the 
jobs to see what had happened. I found out two things: first, I 
found in a good many cases that somebody had better ideas about 
cost accounting than I had; second, and I believe this character­
ized the majority of cases, stating this with all due modesty, I 
found that the great trouble with the figures as set up was that 
they did not relate to any responsibility whatever, and therefore 
they were interesting to no one in particular and consequently 
next to useless.
This heading “fitting records to the organization” holds within 
it a remarkable secret. First of all, no man with a fixed responsi­
bility cares to operate long without knowing how well his responsi­
bility is carried out. Therefore, he demands records. Second, 
records fitted to these responsibilities give to the general manage­
ment a fair and square control which means much to the manage­
ment and to the responsible men in charge of the departments. 
Third, records built up in this manner are far more accurate than 
any group method or anything of that sort. Fourth, records set 
up to parallel and back up responsibilities open up a still more 
fertile field than anything mentioned yet,—which is covered in the 
next two points to be discussed.
Therefore, continuing our argument in respect to the relation of 
the accountant to the organization of duties, let me say that it is 
beyond my conception how any accountant can contribute much 
to proper record procedure unless he is thoroughly in touch with 
and contributes to the organization procedure. In other words, it 
seems impossible that proper records, other than the old fashioned 
merchandise account with a couple of expense accounts, can 
possibly be put into use unless the accountant first becomes ac­
quainted with the organization, the departmentalization of all 
activities, and knows what it is that should be reflected in the 
records.
Records, when the accountant understands these things, become 
of real value. They become not only accurate, but a real control 
to the business. Such records are sought by the department
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heads. The controller of a company with such records can be a 
real, vital helper to the men who are struggling with the business 
problems in manufacturing, engineering, selling and all the other 
departments.
It seems to me, therefore, that it is not only the opportunity 
but also the duty of the public accountant to go into all these 
matters and make himself of great value in transactions which 
in the past may have been considered beneath the public ac­
countant’s notice but are actually the factors of accounting that 
make or break a company. In this field the public account­
ant can contribute to the increasing of profits in a manner 
which he never in the world can do in simply checking up the 
vouchers, verifying accounts receivable, analyzing all the debits to 
capital accounts, and then certifying that he thinks the thing 
looks all right.
But even at that, we are only looking at the outside of the cocoa- 
nut; we have not as yet, except in leadership, got to the real milk.
4. Standards of Performance. If we are fortunate enough to 
have a good organization and if we are provided adequate records 
to back up this organization, we are now confronted with the 
question what we are going to do about it. The favorite custom 
of altogether too many accountants today is to compare this 
month’s expenses of all kinds with last month’s, and the year to 
date this year with the year to date last year, and all that kind of 
stuff. That may be wonderful from the standpoint of gratify­
ing curiosity, but in the control of a business it falls short of 
the requirements.
In approaching this subject of standards I feel that I am going 
into a field in which public accountants have not taken advantage 
of their opportunities. And yet there may be a very good reason 
for that because setting standards requires an intimate knowledge 
of the minutest transactions in the company, in the manufactur­
ing and selling departments particularly, and most of these prob­
lems are handled by the engineering group or by the sales analyst.
But there are two sides of the question. First, I will admit 
that the setting of standards—an all-inclusive term covering 
budgets, quotas, direct labor rates, and all things of that sort—is 
an operation which is far from the usual sphere of the public ac­
countant. Second, there is a possibility that it has taken the 
public accountant a long time to study these things and to see 
the great advantages to be gained from the setting of standards.
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Let us discuss this matter of standards in order to get a clearer 
conception of our purpose. Those of us who have been active in 
the analytical work called, if you please, “costs,” found out quite 
a time ago that the laborious method of charging up to an order 
number everything that had to do with a certain job was posi­
tively ineffective. We found out, as the accountants themselves 
did years ago in the case of burdens where standard rates by per­
centage or by hour were used, that the same thing applied to the 
handling of direct labor and all the materials which entered into the 
product. Not long ago I was talking with some officers of a com­
pany which is still running job-order costs—and I know that they 
are not alone, there are many thousands of companies doing the 
same thing today. I asked this one question, “To what extent do 
you actually use the costs, after they are compiled, which purport 
to show the cost by operations, by material and by overhead of 
each run of each part?” Nobody could explain in a satisfactory 
way what use might be made of these costs except that they were 
averaged (and I want you to notice that word “averaged”) to 
check their selling prices. In the control of the plant operations, 
they frankly admitted that when a cost was high they said it was 
on this account, and therefore would throw it out. When it was 
low, somebody had made a mistake. And so it would go. The 
net result was that no real use was made of the records of some 
thirty thousand open order numbers to which somebody was 
chalking up charges off and on.
At this point it may be well to mention that the old argument 
for job-order costs as being the basis of setting selling prices has 
long since gone into the discard. As far as setting selling prices is 
concerned, competition is doing that in the great majority of 
cases. Of course, we must have costs if we happen to be charging 
on a cost-plus basis, but other than that the one great use of cost 
figures today is for the control of operations, and this applies just 
as much to the staff departments and the sales department as it 
does to the manufacturing department.
Standard cost may be described as the cost that should prevail. 
Let us suppose that a concern is producing some piece on which 
there should be five operations. On the best type of machine, 
with the best type of tooling, and on the basis of time studied 
effort, these articles should cost exactly so much. Each article 
with a proper waste allowance should use just so much material. 
For a long time it has been considered that each hour applied to 
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the work should carry just so much overhead. Therefore, we can 
arrive at a carefully and scientifically studied figure as to just 
what any one article should cost. It may be a chemical which 
goes through various processes, or it may be flour which goes 
through its own peculiar processes, or it may be a textile which 
goes through all the processes from the raw cotton or silk to the 
finished product. Irrespective of what the product is, and nowa­
days irrespective of the quantity in which it is made, standards 
can and are being set.
Then, with standards set for the whole product we cut out a lot 
of the detail accounting, the thousands of cost cards, and we work 
an entirely different plan. Roughly speaking, the plan is to 
credit each department with the operations it performs, with the 
material it turns out, at the standard cost on which it is supposed 
to run, thereby arriving at a group credit against which we have 
the debits of the total payroll, the total material used in products 
and in expense items, together with everything else which goes 
into the expense, and out of this we get a comparison as to exactly 
how well any department, sales division or any other division 
of the business has operated as compared with how they should 
have operated.
Comparisons with the preceding year are certainly gratifying to 
curiosity. But things a year ago may have been so bad that 
anyone thinking that an improvement over such conditions is 
creditable as against a comparison with what they should have 
been as set up by scientifically figured standards is in a hopeless 
state. He will be left far behind the procession. There is not 
time to discuss further the matter of standards; but it is of advan­
tage to remember that within the records which are provided to 
back up the various responsibilities there must be set up standards 
of what ought to be done, thereby furnishing each responsible 
head in the business with a means of control that can be obtained 
in no other way.
The comparison of actual departmental results, however, with 
what is allowed at these standards still leaves a vitally important 
factor, which is probably, except leadership, the greatest thing 
which has ever come into industrial management. This will be 
discussed under the next and last number of the five points.
5. Extra Remuneration for Beating Standards. One hears in 
business a great deal about loyalty. One hears of people with 
company spirit, esprit de corps, etc., and every one of these 
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elements must be continued. But the fact is that the time has 
gone by for waving a flag and saying, “Come on, boys,” without 
some incentive other than honor and credit—both of which were 
often omitted when they could have been given without cost and 
at the proper time. Titles of “assistant” and “assistant to” and 
all such titles worked very well in place of a salary increase for 
many years, but since the cost of living has gone up to its present 
level, a title does not buy very much in the open market.
Men who have worked their heads off for the success of their 
companies have suffered many disappointments either through 
the deliberate failure of management to give them proper recog­
nition in the form of a salary increase or through not knowing who 
has been really responsible for outstanding results. Therefore, 
business has become ripe for the institution of some means of 
extra remuneration which is not only safe for the company but 
gives each responsible individual employee an opportunity to in­
crease his own income by a share of profits from betterments 
which he and his organization can effect.
This brought into being incentive methods of extra remunera­
tion. These methods have taken many forms. At present the 
principal form is probably some kind of profit sharing. Or it may 
be some form of stock purchase on advantageous terms. One of 
the most recent and effective methods is “savings sharing” 
whereby each responsible head may share in the savings over a 
fixed sum. Savings sharing does not mean just saving money. 
It may mean spending more money. It does mean spending less 
money per resultant performance. That is, if $1,000 is supposed 
to design, or manufacture, or sell 1,000 units of performance, and 
1,300 units of performance result at a cost of $1,100, a saving of 
$200 is made. Or, if 1,000 units of performance result for a cost 
of $900 a saving of $100 is made.
A standard or bogey, or whatever you like to call it, is set up for 
each measurable unit of every department. Actual performance 
is measured by the standard, and a saving or loss results. This 
I shall regard as sufficient to describe “savings sharing” for the 
purposes of this paper, as it is not my intention to submit a 
definite set of specifications for installing such a method.
Savings sharing is superior to profit sharing in that it is applied 
directly to each definite division which is measurable. What the 
over-all profit may be means nothing to most “key” men below 
the chief executives. Even if it did mean anything, what could 
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they do about it more than operate their own departments in a 
manner to beat their own standards, and thus in their own de­
partments contribute their share to the general result?
It is my theory that every “key” man should receive a salary 
sufficient to cover his living, with a little allowance for extras but 
no allowance for what might be called the accumulation of wealth. 
It does not seem reasonable to expect “key” men to accept 
salaries which will not guarantee peace of mind, irrespective of 
business conditions, but it does seem reasonable, and it has worked 
effectively, for “ key ” men to take a chance on their wealth accumu­
lation by being permitted to participate in a plan whereby super­
effort will result in much larger income. These salaries might be 
termed the equivalent of a normal return to the stock-holders of 
say 6% or 7% on their invested capital. From then on the 
stock-holders may well afford to give to the “key” men a reason­
able share of results which are better than the normal results which 
should be returned for simply a straight salary remuneration.
Most of this might better be on the basis of savings sharing, but 
certainly part of it should be on the basis of profit sharing, par­
ticularly in the case of the higher executives who are responsible 
for the over-all results.
It is probably obvious that the standards mentioned become the 
ideal basis for the setting up of savings-sharing plans, with the 
general profit and loss of the company as the basis of the profit 
sharing.
And now again we find a fertile field for the accountant, at least 
the accountant who has the inclination to become a real factor in 
counselling methods of management which will increase profits 
rather than simply state profits.
It is perfectly true that the most forward reaching work in this 
matter of incentives has probably been developed by persons and 
groups other than accountants. It is quite natural that this 
would be the case, particularly when groups other than public 
accountants have contributed so heavily to the development of 
standard costs and standards of all sorts in all departments.
But this has no bearing whatever on the point that public ac­
countants should use every effort to know and understand all the 
intricacies of up-to-date and effective incentive methods. It is 
not enough for anyone, a public accountant, an engineer or any 
other kind of a practitioner, simply to get a few smattering ideas in 
respect to these methods and run the risk of destroying his own
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reputation by finding that he is giving counsel which may be far 
behind the times when he is giving it. Improvements in incen­
tive methods and the use of standards are coming along so rapidly 
that it is difficult for anyone not directly concerned in that par­
ticular kind of work to keep up with the latest practice. There are 
two ways, then, for accountants to go. One is to study and 
follow these methods carefully, and the other is to enter into the 
research and development of these methods and so become of 
greater usefulness to the clients they serve.
But here again one may say, “What has the public accountant 
to do with these detail methods? ” My answer to such an inquiry 
is that there is no money to be made or lost in simply stating 
profits. The money is made or lost down in the firing line where 
we find the actual disbursers of the money. We may have so- 
called disbursing officers, we may have controllers, we may have 
accountants, we may have a whole array of such officers, but the 
foreman who is handling the men who are producing the goods is 
much more the actual disbursing officer than anyone else in the 
upper strata of the organization.
This whole question of becoming a profit increaser rather than 
simply a profit stater is wholly within the jurisdiction of each in­
dividual public accountant. It is obvious that any man in any 
walk of life who does constructive work whereby a company may 
produce better results is worth infinitely more to business than 
a man who is a pure, out and out checker of what somebody else 
does. Again I wish to say that I am not in any way minimizing 
the importance of the verification of transactions. But I do say 
that there is nothing to be accomplished in the boneyard or after 
all the meat has been picked off. This expression has been used 
by many executives. If I may bring you any message today that 
is worth while it is this: Business needs constructive thinking. 
Business needs men who are thinking in terms of better conditions. 
Business needs men to take hold of companies so as to reduce costs, 
to better the morale of the personnel, to build up men to have a 
greater interest in the work they are doing, with the result that 
the future of American business shall be greater in productive 
value than at any previous time.
We have been going through and are still in troublous times. 
Business is slack. The wave of prosperity has broken for the 
time being. Most executives, spurred on by carping boards of 
directors, have ceased the expenditure of money even against good 
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judgment. There are many constructive things which might be 
going on at this moment, and yet retrenchment programmes have 
been carried so that, when business does change, many companies 
will wish they had taken advantage of the lull to repair their 
fences, to start up new ideas, and in all ways to be set to go when 
business starts to return. Many executives cut off here, and cut 
off there, and cut off everywhere, with no thought for what it will 
all mean in preparing for the next run of good business. Ameri­
can business has shown for years that it can not be checked per­
manently. Confidence is unquestionably returning, and as soon 
as we begin to pick up speed the opportunities for constructive 
work will come thick and fast.
How does the public accountant regard all these constructive 
ideas? He has a strategic opportunity to contribute heavily. In 
his unique position to the management he can talk leadership, or­
ganization, records, standards and incentives. All five of these 
points are extremely important in the setting up of a psychological 
picture which will be almost irresistible. Think what it would 
mean if every qualified public accountant in America were fully 
qualified to advise, if not act, on all these constructive ideas. 
Think how many weak-kneed executives could be put on their 
feet; think how many spineless boards of directors could be urged 
on by advice, counsel or big-stick methods into permitting or 
perhaps forcing the management of their companies to get up to 
the line and not remain back with the also-rans.
No one in this whole country is in as good a position as the 
public accountant to wield a most beneficial influence on the exec­
utives of all of our big and small companies. And yet I am frank 
enough to say that I know personally scores of public account­
ants who are so out of date and so far behind in their knowledge 
of things which are absolutely vital to industry that they are 
nothing much more than high grade clerks. Honest? Most 
assuredly. Constructive? No—far from it.
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I need hardly say how much I appreciate the invitation ex­
tended to me to address this of all gatherings of accountants in 
this country upon a subject which has been of tremendous interest 
to me during my five or six years of public practice here. Noth­
ing, perhaps, has impressed me more than the openmindedness of 
the people here, their desire to hear of and their ability to benefit 
from the experiences of others. It is with these qualities in mind 
that I address you, well knowing that if I speak of matters on 
which I think something could be learned from English practice 
rather than of those on which this country is undoubtedly ahead, 
you will not accuse me of prejudice but rather of a desire to furnish 
you with what I think will interest you most.
First it must be understood that public accounting in Great 
Britain is accepted without question as one of the leading profes­
sions and enjoys a prestige similar to that attaching, for instance, 
to the law, the church and medicine. Those engaged in it consist 
of three principal classes: first, the so-called qualified men, some­
times employees but generally employers; second, clerks articled 
to qualified men and non-articled clerks in the offices of qualified 
men.
Although other bodies do exist, I might safely say that for 
practical purposes all qualified men are members of one or two 
bodies: the Institute of Chartered Accountants, founded by 
royal charter in 1880 and having approximately 9,000 members, 
and the Society of Incorporated Accountants and Auditors, a 
body registered under the companies act in 1885 and having ap­
proximately 5,000 members. The customary degree in these 
bodies is termed associateship while a further degree of fellowship 
is available to those who have been in practice for themselves in 
Great Britain for more than a certain number of years.
Admission into these bodies can only be obtained by articled 
clerks, with the exception that a man who has been in public 
practice for ten years may sit for the Incorporated examinations. 
Each member in practice for himself or in a partnership is per­
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mitted to have two articled clerks. These articled clerks are 
frequently the sons of personal friends or of clients. They are, 
generally speaking, men of the most desirable type from the pro­
fessional viewpoint.
Articles consist of a contract between employer and clerk. 
This contract is of five years’ duration, although college graduates 
may obtain three-year articles. The articles provide that the 
clerk shall serve his principal and the principal will assist the 
clerk in providing practical experience and instruction. There 
may be charged for these articles a premium up to $3,000, of which, 
generally, about two-thirds is returned during the five years in 
the form of a nominal salary. On the other hand, a firm wishing 
to retain a valuable man for five years will sometimes give him 
articles and pay him his regular salary. Articled clerks fre­
quently go through a month or so of probationary service in order 
that their principals may obtain some idea as to their desirability.
The organizations sponsor students’ societies to assist articled 
clerks in their studies. These societies provide quiet rooms for 
study, coaching courses at extremely reasonable rates and other 
facilities for students.
There are three examinations to be passed: first, the pre­
liminary, purely scholastic and a prerequisite to articles; second, 
the intermediate, taken not less than half way through one’s 
articles but before their termination; third, the final, taken at the 
conclusion of one’s articles.
Progress in the office is considerably slower than it is here, and, 
although the articled clerk is sometimes a senior by the time he 
has passed his final, the non-articled man might easily work 
fifteen years to attain this status. He might, of course, never 
attain it.
It is perhaps nationally characteristic that the work should 
be more detailed and that a greater sense of discipline should 
exist throughout the office than here.
The work itself can be divided into the following main groups:
1. Statutory audits of limited companies
2. Other audits and examinations of limited companies
3. Audits and examinations of partnerships and individual 
traders
4. Bankruptcies, liquidations and receiverships
5. Estates and trusts
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Much of the work is similar to that here, but certain phases of 
it require further comment.
The rapid development of mass production in this country has 
naturally led to a correspondingly rapid development in costing. 
Recent years, however, have seen a similar development in 
England and a gradual specializing by certain accountants re­
sulting in the formation of a specialized body—The Institute of 
Cost and Works Accountants.
Many companies in England use their accountant’s office as 
their registered address. The accountants in these cases fre­
quently have a partner or one of their employees named as secre­
tary, board meetings are held at their office, corporate records are 
kept there and, in some cases, stock transfers are registered and 
dividends paid from there. In other cases all the records, cor­
porate and financial, are managed.
Another phase of work of which little is seen here comes largely 
through the recognition of the profession there. It is quite cus­
tomary for accountants to be appointed by the courts or by deed 
as trustees, administrators, executors, liquidators, receivers and 
managers.
Apart from the above-mentioned differences, however, there is 
one of even greater significance: it is the statutory audit of limited 
companies. The statutory audit forms the principal part of the 
public accountant’s practice. It is not a balance-sheet audit but 
a complete examination and arises through the provisions of the 
companies act. This act provides that every limited company 
shall hold at least one general meeting in each calendar year, at 
which the accounts for the preceding fiscal year are presented. 
These accounts must be signed by two directors and must contain 
the auditor’s report. This report must be read before the share­
holders at the meeting. The act defines the auditor’s duties in 
the broadest possible terms, and the provisions in this respect 
have, through practice, become incorporated in a form of certifi­
cate which, with minor variations, has become practically stand­
ard. The usual form of this certificate is as follows:
Report of the auditor to the shareholders of the (Blank) Cor­
poration. We have examined the above balance-sheet and 
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accompanying profit-and-loss account of the (Blank) Corpo­
ration for the year ended . . . and have obtained all the in­
formation and explanations we have required. In our 
opinion, such balance-sheet is properly drawn up so as to ex­
hibit a true and correct view of the state of the company’s 
affairs according to the best of our information and the expla­
nations given to us and as shown by the books of the company.
You will notice that this report is addressed to the shareholders. 
This arises from the fact that the auditor is appointed, not by the 
officers at all, but by the shareholders at the annual general 
meeting and he is auditing purely in their interests.
Strength is given to the auditor by virtue of the fact that the 
above certificate has become so well known and recognized in the 
commercial world. It is a valuable check on the directors, for any 
qualification of it is calculated to assure a most inquisitive and 
potentially critical attendance at the annual meeting. Even 
further strength is given to the auditor by the fact that any pro­
posed change in auditors must be the subject of special notice to 
the shareholders of the meeting at which the change is to be 
proposed.
Comparing the actual audit with that here, I think I could best 
describe it as synthetic rather than analytical. Books of original 
entry are checked in considerable detail and worked into the 
ledgers and statements, and there is, accordingly, not so much 
need for an analysis of figures submitted. I can not help feeling 
that this is far less inspiring to the auditor, more likely to become 
mechanical and less likely to develop the intelligent use of one’s 
head and business experience than the method generally followed 
in this country.
The statutory auditor usually signs the customary certificate. 
He seldom volunteers any comment on the operating results or 
financial condition of the company. Here, I think, the English 
client loses one of the most valuable services rendered by account­
ants, for I have been particularly impressed with the broad 
reviews which many accountants render to their clients here. 
These reviews are occasionally rendered in Great Britain but are 
usually the result of specially arranged assignments.
Tax returns are rendered throughout the year and for this 
reason the accountant’s work is far less seasonal than here.
The facts that fewer mechanical devices are used and papers 
sometimes filed in dusty old tin boxes are minor differences.
349
The Journal of Accountancy
Reminiscent of the Dickensian age, too, is the fact that all mem­
bers of the staff in my firm were supposed to wear high hats and 
that our reports were, until a few years ago, handwritten. One 
of these old customs, however, that of afternoon tea, I really can 
commend to you, even if only for the purpose of obtaining a little 
company myself.
Billing is largely on a per-diem basis, although there is perhaps 
rather more tendency to charge a fee for work performed. As I 
recollect it, rates are approximately as follows:
Seniors....................... 3 guineas, about $15.00 a day
Semi-seniors.............. 2 “ “ 10.00 “
Juniors....................... 1½ “ “ 7.50 “
When the difference in monetary value is taken into consideration 
it will be realized that these rates differ little from those prevailing 
here.
There is little outstanding professional legislation which I 
consider of interest for this paper. The chartered and incor­
porated accountants cooperate very harmoniously in professional 
development and their advantage over other bodies is best evi­
denced by the fact that shareholders seldom appoint accountants 
outside their ranks as statutory auditors, although no specific 
bar to others exists. There has been considerable discussion 
during recent years as to the desirability of effecting legal regis­
tration of qualified practitioners and the exclusion from practice 
of those not registered.
Now that I have given an all too brief outline of the con­
ditions prevailing in England, let us go back and conclude with 
a consideration of those from which something might be learned 
here.
First, the students’ society. I think that an institute, develop­
ing the way ours has, could do quite a lot to maintain the stu­
dents’ interest in it by the sponsorship of a society similar to the 
students’ society in England, which could, perhaps, under the 
guise of rendering technical assistance in study, actually develop 
a trend towards professional sentiment and loyalty to the pro­
fession at large and to this Institute in particular. This applies 
especially now that the Institute is doing so much to develop in­
terest in its activities on the part of the more promising products 
of the colleges here. Through such a society young men, fresh 
from college, could catch a glimpse of the sound professional de­
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velopment which is taking place and would automatically spread 
this knowledge to their younger friends still at college.
The question of office organization is also one on which I think 
something might be accomplished. The usual arrangement exist­
ing in England has proved to be a satisfactory one there, and I 
will briefly outline it. We will assume a firm of medium size, 
having five partners, each dealing principally with the work that 
he himself brings in, but turning some of this over to his partners. 
Under these partners will be possibly seven or eight seniors. 
Each of these men will generally cover work assigned to them by 
all of the partners, but, of course, a senior may tend to become 
attached more to the work of one partner than another. Below 
these seniors will be, say, sixteen or eighteen semi-seniors. Now, 
these semi-seniors are quite definitely allocated to a certain senior. 
Similarly the twenty-five or thirty juniors will be definitely 
allocated to specific semi-seniors.
As a valuable addition to this system I have seen a plan in 
operation under which the seniors held a monthly meeting for the 
purpose of discussing the status of their assignments, the relief 
of overworked men, office problems and the work of the junior 
members of the staff. The advantages of this system, as I see 
them, are as follows:
1. There is a continuous process of education going on through­
out the office, the senior, himself educated by five partners, teach­
ing his semi-seniors to do their work and submit their working 
papers in the form which he himself has learned to be most fitted 
for the task and the office, and, of course, the semi-senior in turn 
educating the junior in a similar way and finding any time so spent 
amply repaid.
2. There is a flexibility in the handling of men. Semi-seniors 
and juniors are lent from senior to senior without having to worry 
the partners with organizational details which they are so fre­
quently incapable of handling through lack of knowledge of the 
junior men concerned. Moreover, should a semi-senior or senior 
be taken sick there is always a man available who knows practi­
cally as much about the work involved as the sick man did and 
who can step into his shoes with little extra supervision.
3. The clients are not being worried continuously educating 
new men, but, at the same time, there is no tendency for staleness 
to develop on the part of the auditor, since there is an automatic 
steady progression throughout the office.
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4. By grading the men quite definitely there is something for 
them to aim at and a ready means of recognition of their ability 
is available.
5. Particularly where the seniors’ committee is utilized, I think 
that much is gained in that the seniors think rather more in terms 
of the firm and less personally. I think, moreover, that it is most 
valuable to have a committee that can bring to the partners’ at­
tention any minor grievances or suggestions for improvements in 
the firm’s policy, the discussion of which may be to its best 
interests.
The statutory audit, bankruptcies, liquidations, trusts and 
similar work will probably come to accountants in time in this 
country as the profession develops standing in the lay mind; and 
this thought of professional development brings me to the ques­
tion that interests me most in a comparison of practice in the 
two countries.
Let us consider for a minute what we are really looking for in 
our profession. I think if I have been able to paint the picture I 
have wanted to paint of the profession in England, that picture 
would be readily reconcilable with one of the profession as you 
would like to see it here.
The professional accountant there is essentially a man of good 
type, one who can meet his clients at least as an equal and who 
enjoys their personal respect and confidence. His advice is con­
sidered sound, trustworthy and conservative and his signature is 
regarded as the hall-mark of correctness and integrity. Above 
all, these qualities attach to him in the eyes of the public and the 
business world, and it has been of interest to note how many 
chartered accountants are now offered seats on the boards of the 
principal companies purely for the stability and prestige which 
will accrue from their inclusion.
To this situation I think four main factors contribute:
1. The standard of the accountant’s work is of high quality.
2. The profession is disciplined.
3. The profession is composed of men of the right type.
4. The business public has learned to associate these qualities 
with men having the degrees of certain bodies.
The second of these, discipline, is a minor factor and arises out 
of the others. The education of the business public, too, grows 
automatically as certain bodies adopt and let it be known that 
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they have adopted the two principal factors—standard of work 
and type of man. These, it seems to me, are the very keystones 
of any profession.
So far as the standard of work is concerned, I believe the better 
accountants here give their clients as much, if not more, than those 
in England, and I can not avoid the conclusion that the tre­
mendous difference between the standing of the profession here 
and there arises almost entirely from the third factor I have 
named—the type of man. Let me make it quite clear that I am 
talking of the profession at large here and quite definitely not of 
this Institute.
This Institute has, undoubtedly, the right type of membership 
and, left as it is at present and with, I think, the use of some short 
title by which its members might be more readily recognizable to 
the public, I do not see how it can fail to do all that the chartered 
accountants have done in England. One thing stands in its way, 
however. As it develops prestige its membership will become 
more valued and as it does so, nothing at present in its by-laws can 
prevent the invasion of its ranks by people capable of meeting its 
requirements and passing its examinations but devoid of the per­
sonal qualities so necessary in the profession. These must even­
tually bring it into disrepute. In other words, its increasing 
strength will invite increasing weakness.
I think it is essential that, if you are to make this body the 
standard bearer of the profession, you must sooner or later 
consider not only your applicant’s technical qualifications, 
not only his ability to pass your examinations, but also, per­
haps above all, his desirability and suitability as a member 
of this fine profession.
Let us look for a moment at a few of the qualities we are 
seeking. I do not think any of you will dispute the need for 
the following:
1. Good sound education, not only practical, but also academic 
—not only that obtained scholastically, but, more important still, 
that obtained through environment, either in a good home or 
amongst a sound circle of friends.
2. Breadth and clarity of vision.
3. Individuality in thought, not, of course, to the extent of 
eccentricity, but rather coupled with and balanced by our next 
quality—conservatism.
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4. Conservatism not only in thought, but also in such matters 
as speech and dress.
5. Personal likability. While I agree that you could not ex­
clude a man for lack of this quality, its presence adds tremen­
dously to his professional value.
6. Patience and good temper. I do not need to explain to any 
of you what exercise these two get in the profession.
7. High mindedness and moral purpose.
8. Sincerity.
I could add more, but will, instead, refer you to your own col­
leges where you will find fine young men endowed with these 
qualities and others. If only we can make the profession and the 
Institute sufficiently attractive to these, we need have no fears 
for its future.
You will next ask, perhaps, “By what method is this desira­
bility to be measured?” Examination of type by personal inter­
view would be manifestly unfair and inconclusive. Recom­
mendation solely by persons outside the profession would be 
equally unsatisfactory. A monetary distinction would be 
unthinkable.
I am going, later on, to suggest a plan. Its aim is to provide a 
method for appraising a man’s desirability through sponsorship by 
existing members. In some of its features it does resemble the 
article system, but since I know that to many of you that system 
does imply a monetary distinction, I have purposely refrained 
from using that term.
I am sure that it is no coincidence that those bodies in Great 
Britain which do have this article system really represent, not 
only ours, but most other professions there, and I feel convinced 
that the method she has learned to be the best in the development 
of her professions must follow here eventually in substantially the 
same form. None of the professions here appears to have the 
standing it should enjoy, and I do not see any reason why ours 
should not show the way. I do see every reason why the Ameri­
can Institute should lead our profession, for its ideals and the 
men behind it are fundamentally sound.
Please do not think that what I am about to propose is any 
hurried suggestion. It is the result of much thought and many 
interesting talks on the subject. It should not be dismissed as 
something all very well for England but impracticable here, for I 
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have modified it to meet conditions here even as my own insular 
ideas have been modified and broadened by my experiences in 
this country.
Do you not think the adoption of a plan and rules similar to 
the following would achieve the effect I have outlined?
1. Admission into the Institute after some future fixed date 
to be restricted to members’ clerks registered as such 
at the Institute.
2. Each practising member of the Institute to be allowed, 
say, two registered clerks.
3. In order not to restrict growth to too great an extent it 
might be advisable to permit members of the Institute, 
not in practice for themselves but employed by other 
members of the Institute, to have, say, one registered 
clerk.
4. No person to be registered who shall not have a prelim­
inary education of a standard acceptable to the Insti­
tute.
5. Registration to be for a period of five years, with the 
possible provision that a college graduate of recognized 
 standing should be permitted a three-year registration 
period and I might even suggest that a man bearing a 
certified public accountant’s degree of acceptable stand­
ard be permitted a one-year registration.
6. No registered clerk to be admitted without a certificate 
from the member to whom he has been registered as to 
the adequacy of his experience and his fitness for the 
profession.
7. Holders of acceptable C. P. A. degrees, at the date of 
inauguration of the system, to be permitted to apply 
for membership within, say, one year, but their applica­
tions to be sponsored by two members of the Institute.
8. Persons who shall have been engaged in public accounting 
for, say, ten years, to be permitted to sit for the exam­
inations and obtain membership provided that they 
obtain the sponsorship of, say, two or three members of 
the Institute, that at least a fixed amount of their ex- 
perience shall have been gained with members of the 
Institute and that they shall be employed with members 
at the time of their application.
9. A record to be kept of members to whom clerks are regis­
tered and by whom applicants are sponsored, and 
against these members to be recorded any unprofes­
sional or unethical acts on the part of those so sponsored 
either before or after these men become members of the 
Institute. If more than a certain number of counts 
are registered against any member, that member to be 
denied the privileges of having registered clerks and 
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sponsoring applicants. Further disciplinary penalties 
might, of course, be imposed.
At this point I want to explain how the misconception arises 
which leads to the linking of the article system and a monetary 
distinction. When the article system was originally introduced 
in England it was somewhat similar to the above. The payment 
of premiums and the service without remuneration developed 
purely through the operation of the law of supply and demand, 
and are the strongest possible indications of the success that the 
system met with in its attempt to make its membership desirable. 
Should it meet with similar success here, and I see every reason 
why it should, your national disinclination to have this apparent 
monetary distinction could always be satisfied by the Institute 
through an increase in the number of registered men allowed each 
member.
Here are some of the advantages which I can see accruing from 
the adoption of such a plan, of which I have, of course, given only 
the broadest outline:
1. The automatic restriction of membership will attract 
acceptable C. P. A.’s and thus strengthen the Institute 
with members of the right type.
2. Registrations and sponsorships will become increasingly 
valuable, and as they do the existing members of the 
Institute will be more and more able to choose the men 
whom they are accepting as future members of their 
profession.
3. Careful selection will be forced upon the members of the 
Institute owing to the provision under which the 
privileges of registration and sponsorship may be 
curtailed.
4. The Institute will, as its degree becomes more valuable, 
develop more and more discipline over its members 
through its ability to suspend them for unethical 
conduct.
5. Perhaps one of the greatest advantages would be that 
arising outside the profession as the adoption of this 
scheme became known. It could not fail to impress 
bankers and the more conservative clients with whom 
we work and would, I believe, be a tremendous factor in 
the development of such steps as the statutory audit 
were it known that a body existed which had the dis­
ciplinary control which the exclusiveness of its member­
ship would confer upon it. Incidentally, I see no 
reason why the Institute should not embark on a very 
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definite policy of advertising in its members’ behalf in 
conjunction with the plan outlined.
6. From the practitioner’s point of view, quite apart from 
the additional prestige he would acquire, it would be of 
great value to have on his staff men who would give tone 
to office and who would spread the high professional 
idea.
7. From the student’s point of view there is everything to be 
gained. He gets a practical training which no amount 
of money could purchase at any business college. In 
addition, he knows that when he has worked and finally 
qualified, the degree he has will have a definite standing 
and will improve rather than diminish in value. The 
plan and all it offers to the student could be used as 
excellent material by those officers of the Institute who 
visit the colleges to obtain potential members. It could 
not fail to appeal to those now at college who see all 
the old avenues—real estate, bonds, insurance, etc.— 
hopelessly overcrowded and overrated, and who are 
looking for something more stable as a career.
8. The man who becomes a registered clerk immediately 
feels that he has entered a profession and begins to 
develop a professional spirit and outlook. This, I 
think, will have the same advantage as that accruing 
through the students’ society in that these men, fresh 
from college, will gradually disseminate the professional 
idea through their friends still there.
I have, as I have stated before, given only an outline of what I 
think might be done here. Minor flaws may be apparent to some 
of you, but I feel confident that these could be eliminated and 
that there is everything to be gained from the adoption of such a 
plan.
I feel that, even should this particular solution not appeal to 
you, the Institute’s and the profession’s futures do deserve the 
most serious, broad-minded and far-sighted consideration, and 
that the time is opportune for the appointment of a small but 
energetic committee to take this far-sighted view in an intensive 
study of professional conditions, practices and trends not only 
in this country but in those that have had perhaps longer, if not 
more, experience than we have here.
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Professional Ethics and Modem Business Tendencies*
By William B. Franke
It will be conceded, I believe, that the ethics of a profession are 
greatly affected by the growth of that profession. When only a 
few persons are engaged in the practice of a particular professional 
calling the possibilities of encroachment one upon another are 
slight. In a profession such as ours, however, in which the number 
of persons engaged is already considerable and is constantly in­
creasing, and in which the scope of activity is ever broadening, 
it is desirable to consider at periodic intervals whether our rules of 
conduct, which have been formulated at some prior date, are still 
satisfactory.
If rules of professional conduct are to be satisfactory it must be 
evident to each person who follows them that they produce satis­
factory results. In measuring these results not only must the 
financial return be considered but also the happiness and content­
ment derived by the individual practitioner through the conduct 
of his practice in an ethical manner. If through the observance of 
a code of ethics members of a profession achieve these results, 
then that code may be considered not only satisfactory but prac­
tical. It is, therefore, from the standpoint of practicability as 
opposed to theory, and in the light of present day conditions, that 
I submit for your consideration my comments on the rules of pro­
fessional conduct which have been adopted by this Institute.
There are twelve rules of conduct in effect at this time, including 
amendments declared effective May 16, 1929.
The first rule relates to the use by a firm or partnership of the 
description “Members of the American Institute of Accountants,” 
and restricts the use of this caption to partnerships all of whose 
members are either members or associates of the Institute. It 
requires no comment.
The second rule provides for the expulsion or discipline of a 
member who either wilfully, or as the result of inexcusable gross 
negligence, certifies to statements containing essential misstate­
ments of facts or omissions tantamount thereto. This is, of 
course, a thoroughly practical rule and one which will always be 
modern.
* A paper presented at the annual meeting of the American Institute of Accountants, Colorado 
Springs, September, 1930.
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Rule number three states that no member or associate shall 
allow any person to practise in his name as a public accountant 
who is not a member or an associate of the Institute or in partner­
ship with him or in his employ on a salary. I had never heard of 
a case where an accountant permitted another accountant not in 
partnership with him or in his employ to use his name until a few 
years ago. A young accountant, not a member of the Institute, 
came into the office one day to ask for a position on our staff. 
He told me that he had been engaged in practice on his own ac­
count in a small town not far distant, but because of circumstances 
surrounding his practice he had decided that it would be prefer­
able to give it up and obtain a position as a staff member in an­
other firm. The circumstances to which he referred were these. 
He had been reared in this same small town, had taken an ac­
countancy course after graduation from high school, and had 
had two years’ experience with a small public accounting firm. 
Through family friends he was assured of a small amount of work 
if he opened an office for himself. However, the more important 
work in town he felt he could not obtain without more prestige 
than his own name would give. Feeling the need of advice he 
obtained an interview with a partner in a fairly well-known firm 
in a large city. Much to his surprise this partner suggested an 
arrangement whereby the young accountant would be permitted 
to use the name of the firm and its stationery. He would be al­
lowed to sign the firm name to letters and reports without any 
supervision of his work or approval of his reports by the firm. 
The only stipulation was that he should pay a percentage of his 
gross fees to the firm. Fortunately for the young accountant, 
when he had practised for a few months under the plan, he realized 
that it was dangerous for both parties and decided to give it up. 
In a case such as this the necessity for the Institute rule is obvious. 
Had the young accountant made a serious mistake, as he well 
might have done, and had the firm he represented been composed 
of members of the Institute, as it was, harm would have been done 
to the Institute and to the whole profession.
Rule number four forbids the giving or accepting of commis­
sions or other participation to or from the laity. This rule pre­
vents, for example, the giving of commissions to outsiders for 
engagements obtained through them, and the accepting of com­
missions from stationers and promoters for business turned over 
to them as an incident of services to clients. It seems unneces­
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sary to discuss this rule at any great length. A professional man 
who would give his best services must be absolutely uninfluenced 
by external matters. This necessary state of mind can not be 
induced if an accountant depends to any extent upon the purchase 
of a certain number of the engagements which he performs or if he 
is forever considering ways and means of making money through 
his clients other than as a return for professional service. Fur­
thermore, of course, the feeling of a client toward an accountant 
who engages in this sort of thing, if the client finds out about it, 
is apt not to be a particularly friendly one. The client may feel 
that perhaps he could have gotten better stationery at a lower 
price or have sold more bonds or stock at a lower underwriting 
cost. It is probable that he will feel that much more favorable 
results would have been produced had the accountant not been 
financially interested. A few days ago, during the course of a 
conversation with a manufacturer of pharmaceutical prepara­
tions, I learned somewhat to my surprise that most of the sales of 
this manufacturers’ products, which are not widely advertised, 
are made through physicians who prescribe them and receive 
monthly commissions based upon the sales value of prescriptions 
written, the reports of prescriptions being transmitted to the 
manufacturer through designated pharmacists in particular cities. 
Such an arrangement is a violation of medical ethics, and the 
reason is obvious. If my physician prescribed one of these prep­
arations and I learned that in addition to the fee he charged me 
he was receiving a commission on the sales value of the prescrip­
tion, I would feel that perhaps the commission might have preju­
diced his prescription for the cure of my particular illness. This 
illustration is similar to that of an accountant having an arrange­
ment with a stationer.
The fifth rule provides that no member or associate shall engage 
in any business or occupation conjointly with that of a public ac­
countant which is incompatible or inconsistent therewith. I 
presume that cases have arisen which have made this rule neces­
sary. Most of the accountants I know, however, have had to 
work so hard at their profession that they could not possibly have 
found time to indulge in any other sort of work.
Rule number six prohibits the certification of work which has 
not been verified by the accountant himself, a member of his firm, 
one of his staff, a member or an associate of the Institute, or a 
member of a similar association of good standing in a foreign 
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country, which has been approved by the council. This of course 
is a basic rule and one about which there can be no argument. 
Unfortunately the observance of this rule does not guarantee that 
all work turned out will be satisfactory. The profession has 
grown so rapidly in the last few years and it has been so difficult 
to obtain competent men that in some instances men have been 
employed to supervise engagements who were not competent to 
exercise such supervision. This is, of course, the danger which 
arises in an expanding practice. It is because of this danger that 
one excellent accountant whom I know has limited his business so 
that he may be assured of proper supervision of the work turned 
out by his office.
Rule number seven requires that a member or an associate who 
shall in any way attempt to secure the amendment or enactment 
of laws affecting the practice of the profession shall give notice 
thereof to the Institute. This rule may require a lot of letter 
writing if you live in New York state and make an annual effort 
to change the New York state C. P. A. law, but nevertheless it is 
a good rule.
Now we come to rule number eight. This rule reads as follows: 
“No member or associate shall directly or indirectly solicit the 
clients or encroach upon the business of another member or asso­
ciate, but it is the right of any member or associate to give proper 
service and advice to those asking such service or advice.’’
What controversy this rule has caused! Writing a paper of 
any sort is educational. For example, I never before knew that 
the prescribed ethics of the Institute do not forbid the solicitation 
of business where no member of the Institute is already on the 
job. I am somewhat curious to know just how one goes about 
soliciting the business of a prospective client, bearing in mind the 
wording of rule number eight. I can picture the solicitor gaining 
admission to the office of the hoped-for new client. But then 
what does he do? Is his first inquiry, “Who are your present 
accountants, if any?” If there are any and he is told the name 
of the firm does he then turn his back and hastily thumb through 
the pages of the last Institute year-book in order to find out if the 
partners of the firm are members of the Institute? If they are I 
presume he makes a polite excuse and leaves—providing he fol­
lows rule eight. If they are not, then I suppose he goes ahead 
with his sales talk and tries to take the business away from the 
firm regardless of how competent it may be. Supposing that he
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secures the engagement in these circumstances, imagine how 
horrified he would be if upon returning to his office he found that 
the partners of the firm he has displaced were elected to member­
ship since the publication of the last year-book. One should be 
careful about these things. Actually I am afraid that if a member 
decides to solicit and gets as far as an interview he casts ethics to 
the four winds and forgets that there is such a thing.
It seems to me that it is about time that we fell in line with the 
older professions and barred all kinds of soliciting to the members 
of this association. Personally I am of the firm opinion that, in 
the first place, not enough business is secured through solicitation 
to warrant the expense, and in the second place the kind of busi­
ness which results from solicitation is apt to be quite undesirable. 
I have in mind the experience of two exceptionally well-qualified 
young men who started to practise accounting at about the same 
time. The first man decided that there was only one way to get 
business and that was to go after it. Accordingly he plotted the 
city into sections and started out on a sort of store-to-store and 
office-to-office canvass. In the course of three years he had se­
cured perhaps a half-dozen monthly clients at from $10.00 to 
$25.00 a month a client. At the end of the three years, however, 
he was tired out, soliciting being hard work for the accounting per­
sonality, and had practically nothing to show for his efforts. He 
finally gave up his small practice and took a corporation position 
at which he has done extremely well. The other accountant 
opened an office in a smaller city at the request of a bank, which 
incidentally never gave him any business after he had opened his 
office. He did no soliciting whatsoever but spent his time in 
becoming acquainted with the people of the community in a per­
fectly ethical and proper manner. It was rather hard sailing for 
a time but it was not long before he found that business was be­
ginning to come into his office. Not being required to solicit he 
was able to give his full thought and attention to the few jobs 
which he had with the result that his work was so well done that 
in many instances new jobs came from old ones. At the end of 
his three-year period he was well known in his city and had the 
beginnings of a lucrative practice. Now, of course, I realize that 
some people may say that the second man solicited business in an 
indirect manner by making acquaintances which he felt might be 
good for his business. The fallacy in that statement is that any 
work which came to him came voluntarily, which placed him in a 
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far different position from that of the first man who went out after 
the business he got. A solicited engagement places an accountant 
in a queer position to the client. The client is very apt to feel 
that he has employed the accountant just as he would employ a 
bookkeeper, and, therefore, that he is entitled to dictate the 
manner in which the accountant shall perform his work and the 
sort of report he shall render.
I believe that the solicitation of accounting work is in the long 
run a tremendous handicap for the reason that it puts the account­
ant who indulges in such a practice into a class from which he 
never escapes. Using as an illustration another profession, if 
you knew that a lawyer were in the habit of obtaining his business 
through solicitation you certainly would not engage him as your 
attorney if you required legal service. The same thing is true of 
the accountancy profession. If you obtain a reputation of solicit­
ing business the desirable men in the community, who intuitively 
dislike such a manner of securing business, will engage a practi­
tioner who avoids solicitation.
I hope that the members of this Institute will soon realize that 
we have reached the point where we can not afford to differ from 
the older professions in points of basic professional ethics and will 
agree that solicitation of business whether from prospective clients 
who employ members of the Institute, or those who employ ac­
countants who are not members of the Institute, or those who 
have no accountants whatsoever, should be barred.
Rule number nine provides that an Institute member or asso­
ciate shall not take away the employee of another member or 
associate unless the initiative is on the part of such employee. 
This requires no discussion.
Rule number ten relates to professional fees and states that no 
member or associate shall render or offer to render professional 
services, the fee for which shall be contingent upon his findings and 
the results thereof. I have often wondered why an accountant 
should offer to render services upon the contingent-fee basis. 
It seems to me a thoroughly unpractical method of practising a 
profession unless an accountant has so little to do that he can 
afford to devote his time to work which, if it produces nothing, 
will not put him in a worse position than before. If it is this sort 
of accountant who does contingent-fee work then, of course, the 
prospective client, if he realizes that fact, is unwise in employing 
him upon such a basis because of the quality of service which he 
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probably will render. Most contingent fees, of course, relate to 
tax work, and since this is not of such importance these days as it 
used to be, the question of contingent fees is correspondingly less 
important.
Rule number eleven is the longest of all the rules prescribed, 
and, in my opinion all of the space which it takes up is wasted. 
It states first that no member or associate shall advertise through 
the mails, in the public prints or otherwise, except by the publica­
tion in the public prints of what is technically known as a “card.” 
The definition of such a card is next given in minute detail, follow­
ing which are given the sizes of the cards permitted for news­
papers, magazines, directories and similar publications.
It is my experience that the hope of obtaining engagements 
through the use of card advertising is groundless. There is abso­
lutely nothing in it from the standpoint of return for money 
spent. This spring a representative of a New York newspaper 
called up the office and stated that for a consideration it would 
publish the name of my firm together with the names of other 
firms and would state that all of the firms were New York ac­
countants who would be pleased to undertake the preparation of 
New York state personal income-tax returns. The young lady 
who telephoned was quite incensed because I stated I was not at 
all interested and thought it would be a waste of money. This is 
a good illustration of the absurdity of advertising. In practically 
every case where a man has to file personal returns he will be more 
apt to need help in the preparation of his federal than his New 
York state return. If he prepares his federal return himself then, 
barring unusual circumstances, he will be able to prepare his New 
York state return. If he employs accountants to prepare his 
federal return, then for reasons of economy, if for no other, he will 
employ the same accountants to prepare his New York state 
return. Despite this reasoning, which I believe to be sound, the 
list of accountants willing to perform this service was of con­
siderable length.
The firms with which I have been associated have occasionally 
placed cards in publications of clients, such as chamber-of-com- 
merce magazines, when it was difficult to refuse. I recall one 
instance when we were reminded that the publication of such 
cards was permitted by the Institute. However, I do not recall 
that one dollar’s worth of return ever came from such advertise­
ments. In my opinion they are not only unpractical but undigni­
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fied. Certainly reputable physicians do not advertise, although I 
heard of a case the other day which we might say was on the 
border-line. I can not vouch for the truth of this story but it 
seems that a young physician joined a golf club. He was asked 
if he would like his name stamped on his golf balls. After a 
moment’s hesitation he said, “Yes, and under the name put on 
‘ office hours two to four and seven to nine I do not propose to 
pass upon the ethics of this case but I do know that when we read 
advertisements of physicians we assume that the advertisers are 
quacks. In the case of this rule, as in that of solicitation, I feel 
that we should be more restrictive and should prohibit advertising 
whether by card or otherwise.
The twelfth rule relates to the participation by a member or an 
associate in any manner in the activities of a university, college 
or school which conducts its operations, solicits students, or ad­
vertises courses, by methods discreditable to the profession. 
This rule is so seldom invoked that I feel it does not require 
discussion.
I have a few more comments to make which, while they do not 
relate strictly to ethics, refer to the manner in which the profession 
is developing in high ideals and friendly associations.
I have noticed in the last two or three years the spirit of helpful­
ness which seems to be developing among the members of the 
Institute. I have observed a willingness to exchange opinions, to 
lend staff members when one firm has an engagement to perform 
which is larger than can be handled by the members of its own 
staff, to give advice, and even to lend the services of partners, in 
cases where a particular piece of work requires certain specialized 
knowledge. I hope that this willingness to help and cooperate 
may continue to increase.
Following the same general trend among accountants, I have 
also noticed the development of a disinclination to accept en­
gagements which have been performed in a perfectly satisfac­
tory manner by other accountants, unless there is a real reason 
for making a change. I recall that about three years ago there 
was a reorganization of a company whose accounts my firm had 
audited for some years. The reorganization brought in new 
capital and the bankers asked that the books be audited for a 
period of five years by a large firm whose name would add weight 
to the prospectus covering the sale of new stock. A prominent 
New York accountant was requested to make this five-year in­
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vestigation. He inquired the name of the firm which had been 
making the annual audits. When he found that my firm had 
been the auditors for a considerable period of years he stated that 
he knew the partners of the firm and felt that we were trustworthy. 
He suggested that our reports be accepted and that we be en­
gaged to draw up any figures which might be desired for use in the 
prospectus.
This was the first time I had ever heard of this sort of thing 
by an accountant. While his suggestion was not accepted by 
the bankers and he was required to make the examination, never­
theless I felt extremely grateful to him for the attitude which he 
had taken, although I felt that it was perhaps unnecessary for 
him to have been quite so fair as he was. However, I had an 
opportunity to find out that this attitude was entirely a practical 
one and I must admit that I found it out rather to my surprise.
A man whose business accounts we audit had established some 
years ago a half dozen small trust funds. The securities of the 
trust funds were invested by his broker and the books for the 
funds were kept in the broker’s office. A quarterly audit was made 
by the same firm of accountants which audited the broker’s books, 
a small firm but one with a high standing. My client requested 
me to meet him at his broker’s office one day, and when I arrived 
he requested me to look over the books of the trust funds and give 
him an idea how much an audit would cost. When I found that he 
had been having the audits made by another firm I asked why he 
wished to make a change and found out that the only reason was 
because of his friendly feeling toward me. Having in mind the 
time when the shoe was on the other foot, I told him that I could 
see no reason for making a change on such a basis inasmuch as 
the other firm had been entirely satisfactory. The result was 
that we did not secure this engagement. Moreover, at the time 
my client was not wholly pleased with my attitude. The reac­
tions, however, of which there were two, were worth far more 
than the engagement itself. In the first place about a month 
afterward my client came to me and said that he had given con­
siderable thought to the matter. He had decided that our atti­
tude was the proper one, and he respected us for not having wished 
to accept the engagement. The second development came 
through the attorney of this client. This attorney, who is a mem­
ber of a wealthy family which has established a number of trust 
funds, heard of the incident from our mutual client. The attor­
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ney approved of the position which we had taken and as a result 
decided to have us audit his family’s trust funds. This engage­
ment produced in annual fees twice what the other would have 
produced. The illustration is almost too apt, but I can assure 
you it is truthful. It convinced me that the attitude of my ac­
counting friend who was reluctant to take my work was not 
wholly idealistic.
I believe that the modern tendency in our profession is toward 
the adoption of a more restrictive code of ethics and, beyond that, 
to the following of ideals which surpass ethics. Do not, however, 
give too much credit to the man who lives up to the highest ideals 
of the profession. He deserves not to be praised but to be com­
plimented upon his sagacity, for, in my opinion, he has chosen 
the sure road to success.
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* A paper presented at the annual meeting of the American Institute of Accountants, Colorado 
Springs, September, 1930.
By Alexander Richardson Grant
After listening to the several excellent addresses already pre­
sented to us here, I feel it incumbent upon me to make certain 
apologies. What I have to say to you is derived from consider­
ably shorter experience than most of you have enjoyed in the pro­
fession. My conceptions may recall to you the story of the 
editor who was confronted with the necessity of replying to a 
contributor who had presented a manuscript which was unac­
ceptable to his publication. You may remember that his reply, 
among other things, contained the following statement: “What 
you have written is both original and good, but the part that is 
original is not good, and the part that is good is not original.”
What I have to say to you has to do principally with the in­
dividual accountant rather than the firm.
It is not my desire to see the accountant at large become an 
industrial engineer. It is, nevertheless, entirely possible and, I 
presume, feasible for the firm of moderate to large proportions to 
have a department capable of functioning in this capacity. As a 
matter of fact, several firms have such departments at present. I 
feel, however, very much like Will Rogers when Dr. Funk threat­
ened to sue him for defaming his Literary Digest. Will said that 
they compromised the difficulty by his agreeing to stop issuing the 
Illiterate Digest providing Dr. Funk would agree not to chew gum 
or throw ropes.
I hope you will not infer by what I may say that I am unmind­
ful of the value to the public of properly prepared statements— 
accurately drawn balance-sheets and income reports. The ac­
countant’s contribution in these respects is of the highest social 
importance. It is unquestioned that the accountant must be 
prepared to certify to the financial and operating condition of a 
manifold variety of enterprises; and to act as master mechanic of 
bookkeeping. It is, nevertheless, the public’s inclination to 
accept this contribution as constituting his entire scope.
Haven’t you often heard it said of a certain type, “Why he’s 
more than just an accountant?” But in reality he is not more.
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He is exactly what I am talking about—a constructive account­
ant—a business man with a special training in the genuinely 
broad field of accountancy. He recognizes the necessity of ac­
curacy. He utilizes the work of the man who has correlated the 
historical elements. Based upon this foundation, he plans for 
future operations, weighing hazards with benefits, and giving due 
consideration to the changes in commercial methods or in public 
demand. And the utility of his judgment is tempered only by the 
quality of his observations. Let us bear in mind, however, that a 
proper conception of what to observe is prerequisite to valuable 
results from observations.
There must always be the auditor, the systematizer, the prac­
titioner with a talent for exactitude; but I feel that there is room 
for a distinctly constructive type, and I suggest that the modern 
public accountant, if you please, should be capable of embodying 
the historical, the analytical, the imaginative and the construc­
tive. Why should not the accountant accept all of these ele­
ments as part of his proper function? What should he do with 
the knowledge he gathers in his unusual intimacy? He sits in the 
key position. He is a genuine fidus Achates.' His may logically 
be the function of coordinator. Must he recite only that last 
year such and such happened—the year before such and such 
happened—which results in a difference of 3.4%? I agree per­
fectly that all this should be done. I am not by any means decry­
ing the functions of the accountant that are generally accepted. 
I am only suggesting that from an economic standpoint there 
appear many functions which should be a part of the accountant’s 
work if business as a whole is to absorb the maximum benefit to be 
derived from a group of people especially trained as accountants 
are trained. It is conceded that the qualified public accountant 
should have a rather general knowledge of law. Is it not equally 
reasonable that the accountant may be more valuable to his client 
if he has a fair working knowledge of the principles of economics, 
of the principles of industrial engineering, or, to be all inclusive, 
of the principles of modern sound business practice? To be sure, 
he must be an auditor capable of certifying to statements, but is 
he not qualified for the equally high function of business consult­
ant? I think this is true.
But how often does the accountant, in insurance parlance, 
“deny liability” with respect to the many constructive elements 
of his subject. We require of ourselves that we have this general 
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knowledge of law. But we do not practise law. Our need for 
this knowledge is based on our function of coordinator. The 
same idea may, I think, be extended in the direction of industrial 
engineering and similar services.
I remember a few years ago I had occasion to make an examina­
tion of a company whose treasurer had been a former auditor. 
We had a series of disagreements on principle, which you might 
expect from a former auditor. Finally, in exasperation, this chap 
said to me, “Do you know what you auditors remind me of?” 
Being a curious soul, I confessed ignorance. He continued that 
some years prior to my entrance into public accounting he had 
been an auditor and had had occasion to make an audit of the------
company. In examining the vouchers he had run across one which 
read as follows: “To-------------($25.00 for testimonial): I have
used------ soap for some years and consider it an indispensable
requisite of my toilet.’” “Now,” said this chap, “that is what 
your audit reports remind me of”—and to be quite honest, gen­
tlemen, I am more in agreement with this fellow than I would 
care to admit publicly. For the last few years, my association 
with investment and commercial bankers has convinced me 
that too many annual audit reports are similar to soap recom­
mendations.
How many times are you called upon to analyze reports pre­
sented to you by your banking friend, and, after having given them 
thorough study, are forced to the conclusion that like the Two 
Black Crows, you haven’t any idea why white horses eat more 
than black horses unless it is that your client has more of the 
white horses.
It is not beyond the function of the qualified accountant to 
have dynamic ideas. Agreed that he should never forget that 
he must never be wrong—must this element, however, be made 
forevermore exclusive as well as paramount? Must the ac­
countant confine his activities to the historical? Must his func­
tion deal solely with the numbers of the past? Of course not. 
But doesn’t there seem to be an inherent fear on the part of the 
profession at large to reach beyond the point of certification? 
Many of the leaders of the profession, nevertheless, are doing 
the constructive things to which I refer; although, for some 
reason or other, there seems to be reluctance on the part of the 




It seems sufficient for an auditor to say that the cost of sales 
has gone up seven or eight per cent., but it seems quite beyond his 
function to state in his report that the marginal value of certain 
products has decreased eight per cent. and that the particular people 
in question have not kept pace with modern engineering methods— 
that they take raw material into the first floor; that they start 
their process on the second floor; that their second process is on 
the third floor; and that their final process is on the second floor 
and their shipping room on the fourth; and that they waste an im­
mense amount of money back-tracking throughout the plant, and 
that this is why the cost of sales is seven per cent. too high.
We are part of an age of tremendous industrial development. 
Physics, chemistry and the other sciences alter our commercial 
activities almost daily. What was sound yesterday is no longer 
sound today. To all of these ephemeral conditions imagination 
must be applied. The profession of accountancy has, I think, 
rather discouraged the constructive, the imaginative forces of the 
mind.
I recall that some years ago, while an employee of another ac­
counting firm, I was requested to make a survey of the city of 
Denver, for a client local to Chicago. This client had for many 
years maintained a store in Denver. I spent a week there. My 
assignment consisted of ascertaining whether or not the store 
should be closed. When I returned to my office the partners in­
formed me that it would be much better if my report were ren­
dered orally. They seemed to think that I had exceeded the scope 
of a public accountant to a large extent for I had made recom­
mendations above and beyond their conception of his proper field. 
They probably thought I had been crystal gazing.
I have an idea that a careful check-up would result in the dis­
covery of few genuinely constructive minds on the average staff. 
Is this due to the natural scarcity of constructive minds or is it 
due to the fact that, with the public’s conception of public ac­
countants as a sort of policemen, the men generally attracted to 
the profession are of the policeman type? I incline mainly 
toward the latter opinion. And in closing, may I leave you with 
the following thoughts:
(1) Would not a more constructive viewpoint on the part of the 
profession at large attract more constructive minds?
Admitting, as I do, that all men can not be of the type I de­
scribe—if, nevertheless, those of the profession who are its real 
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leaders would openly admit that the constructive side is a legiti­
mate function, then would not the public at large have a more 
accurate picture of the talents of accountants and both the latter 
and general business profit thereby?
(2) There is the trial lawyer; there is the lawyer who is particu­
larly able in the preparation of briefs; and there is the lawyer 
whose talents lie in slightly different directions. But they are 
all lawyers—all law trained.
Now by way of parallel. Can not the profession of account­
ancy contain men and women of slightly varying talents—all 
accounting trained? As a matter of fact, doesn’t it contain sev­
eral varying types?
(3) Might not our schools lay greater emphasis on sound busi­
ness building without minimizing the authenticity of balance- 
sheets and income statements, but rather admitting that these are 
only part of a more comprehensive field?
(4) Would not the inclusion of some constructive questions in 
our regular examinations for fitness exert a decided influence on 
the type attracted to the profession?
(5) And finally, will you not agree that there is a possibility 
that the future of our profession and its advancement lies princi­




H. P. Baumann, Editor
AMERICAN INSTITUTE EXAMINATIONS
[Note.—The fact that these answers appear in The Journal of Account­
ancy should not cause the reader to assume that they are the official answers 
of the board of examiners. They represent merely the opinions of the editor 
of the Students' Department.]
Examination in Auditing
May 15, 1930, 9 A. M. to 12:30 P. M.
Answer all the following questions:
No. 1 (10 points):
State the principal objects for which auditors’ working papers are made and 
preserved.
Answer:
Auditor’s working papers are prepared (1) to obtain and collect in usable 
form such data as are necessary to enable the auditor to prepare a report of the 
engagement; (2) to obtain a written record of work done to guide the auditor, 
and to serve as evidence of facts and statements presented in the report.
Auditor’s working papers are preserved (1) to be used to furnish information 
which may be requested regarding the engagement or the report; (2) to assist 
the auditor in future engagements by obviating the necessity for investigation of 
certain transactions preceding such future engagements.
No. 2 (10 points):
Having received letters from several local customers questioning statements 
of account rendered them, your client engages you to make a detailed audit 
of the branch store from which the statements were sent. You direct a senior 
to make the audit after informing him of the circumstances. He finds in the 
course of a week many discrepancies for which the local cashier, who also keeps 
the books, offers vague and unsatisfactory explanations. At the close of a day 
the senior “as usual” (he says) puts all his working papers in his brief-case, 
which he locks and places in the store safe. The next morning he finds the 
office in confusion, the safe looted, and his brief-case gone—likewise the cashier. 
Several pages have been torn out of the cashbook, and the customers’ ledger 
has disappeared. All this is reported to you and you take personal charge.
(a) Will you complete or retire from the audit?
(b) What fees, if any, will you charge your client?
Answer:
(a) The status of affairs should be reported to the client immediately with a 
request that he meet with the auditor at the branch for a discussion of the 
situation and of the course to pursue. At the meeting, the auditor should 
bring the following to the attention of the client:
(1) That the cashier’s actions clearly indicate irregularities chargeable 
to him;
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(2) That the disappearance of the customers’ ledger and certain cash­
book sheets are a serious loss to the client, as he now has no record of the 
amounts due him from customers;
(3) That it is possible for the auditor, if he is engaged to do so, to 
build up relatively accurate accounts owing from customers by request­
ing confirmations of accounts from all known customers, using as his 
guide such records of billings and remittances as may be available and 
the files of correspondence with customers.
(b) The senior accountant used reasonable care when he locked the working 
papers in his brief case which he placed in the client’s safe. The client should 
be charged at the regular per diem rate for senior accountants for each day of 
time spent by the senior on the engagement.
No. 3 (10 points):
What special facts should be ascertained and how may they be verified in a 






I. Verification and valuation of new and used car inventories. As soon as 
possible after beginning of the engagement, the auditor should make an actual 
inspection of all cars in the salesroom, warehouses, freight depots, service 
stations, etc., listing the make, type and factory number of each. Those not 
personally inspected should be confirmed by correspondence. The inventory 
of cars on hand at the balance-sheet date should then be determined by working 
back from the actual count by checking the entries in the car-record book 
against the purchases and sales made subsequent to the balance-sheet date. 
While new cars may generally be valued at cost, the auditor must take into 
consideration any factory price reduction on the current models made since 
the date of purchase or about to be made in the near future, and any obso­
lescence on any new cars of prior season’s models which may have been carried 
over into the current season. Used cars, including cars used by the agency for 
demonstration purposes, should be valued at the estimated selling price, less 
the cost to put them in a salable condition, selling, and administrative expenses.
II. Instalment notes receivable. Instalment notes receivable representing 
time sales being financed by the dealer should be inspected and valued, and 
those out for collection, or discounted, should be confirmed by direct corre­
spondence with the holders thereof.
III. Contingent liability on notes sold to finance companies. The auditor 
should request confirmations of all finance companies with which the dealer 
has been doing business to ascertain the amount of any contingent liability 
which may exist on account of instalment sales financed by such com­
panies.
IV. Dealer’s contract. The contract with the manufacturer or wholesale 
distributor should be examined to determine if he is adhering to the terms of 
the contract. The dealer may be required to deposit certain amounts for 
each car, or may be required to dispose of a certain number of cars per 
annum under penalty of losing his deposits or forfeiting his contract.
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V. Salesmen’s accounts. Salesmen’s accounts should be reviewed in order 
to report their value. Advances to salesmen are frequent sources of loss to 
automobile dealers, and all accounts of doubtful value should be charged off.
VI. Sales of gasoline, etc. An examination of the records should be made to 
learn whether the total of the gasoline sales, both charge and cash, together 
with that used by the company, approximates the amount of gasoline purchased, 
less the inventory on hand. Such tests frequently disclose shortages.
(b) Stock Brokers.
Enumeration of special facts.
1. Security position.
a. Securities on hand
1. Collateral
2. Safekeeping
b. Securities in other locations
1. At banks as collateral
2. At banks for safekeeping




5. At transfer agents
2. Loans payable.
3. Customers accounts and position.
4. Due to and from brokers.
Manner of verification. At the close of business on the audit date the auditor 
should arrive at the client’s office with his assistants after the securities have 
been locked up for the day. He should then take off the security position and 
customers’ accounts from the records after all transactions have been recorded.
List of securities should be prepared, divided into the classifications shown 
above, to be used as counting sheets and verification guides. Letters request­
ing confirmations should be prepared and sent:
1. To the banks for loan balances, collateral, and securities held in 
safekeeping.
2. To correspondent brokers for balances and securities held.
3. To transfer agents for securities in transfer.
4. To others for transit items.
5. To brokers for amounts due to or from the brokers.
Copies of customers’ margin records should be made, showing thereon debit 
and credit balances and security holdings, both collateral securities and safe­
keeping securities. Similar information should be obtained from the ledger 
accounts.
A copy of “security position” should be obtained for each security, showing 
the amount of each customer’s holding and the location in total by classes of 
the securities: i.e., on hand, at banks, etc.
All of the above work should be accomplished the first evening.
In the morning the auditor must be present when the securities are brought 
out of the vault and must take complete charge thereof subject to supervision 
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by the company. The count of securities on hand should be made, and a com­
plete control of the securities should be maintained until the count is com­
pleted.
The auditor can now proceed to balance the position by checking the confir­
mations and count against the security position, and also by checking the 
margin and ledger records against each other and against the security position. 
To determine equities in the various ledger accounts, market values should be 
applied to all securities which the customer is long or short, and these values 
should be compared with the debit or credit money balances.
The accounts can then be classified as secured, partly secured, unsecured, etc.
The remainder of the audit should be handled in the same manner as other 
audits.
(c) Farmers.
I. Amount and valuation of inventories. Inventories should include 
quantities on hand of grain, livestock and all farm produce available for sale 
and on hand to be sold. These items may be verified from inventory sheets 
which the farmer should have prepared. They should be valued at market 
prices less the cost of delivery to the market and less any other costs necessary 
to effect the sale thereof.
Livestock on hand held for farm use, dairying or breeding, should also be 
inventoried at fair market value recognizing such factors as age of the animal, 
productivity, etc. This inventory and that taken at the beginning of the period 
should be checked by the auditor. Additions to this class of livestock will be 
capitalized by being included in the inventory.
II. Distribution of labor costs. Labor costs should be analyzed to get the 
proper allocation of cost applicable to:
1. Products raised for sale during the year. This cost should be charged 
as an expense because the products will be included in sales or closing in­
ventory at realizable sales values.
2. Cost of handling and caring for breeding, dairy, and work animals. 
This labor cost should be segregated for information purposes; the total how­
ever should be charged as an expense.
3. Cost of planting and developing orchards, clearing the land or preparing 
the land for planting should be capitalized.
The information and allocations indicated above should be verified by 
examination of the payrolls, investigation of duties of the employees, and dis­
cussions with the owner or manager.
III. Value of produce consumed by livestock and people on the farm. 
Proper charges should be made for produce consumed on the farm. This 
should be allocated to the proper expense accounts and credited to the inven­
tory. Investigation will no doubt enable the auditor to ascertain the amounts 
of grain, etc. consumed on the farm.
IV. Valuation of farm property, buildings, equipment, etc. Carelessness 
and a lack of appreciation of the value of keeping adequate records on the part 
of the farmer requires the auditor to be especially careful in determining the 
valuation of farm property, etc. Payrolls and other records of expenditures 
should be carefully examined to learn if all additions to the farm property, 
either purchased or constructed, have been properly capitalized. It is pos­
sible for the auditor to make a personal inspection of the fixed assets as a 
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part of the verification. Depreciation of the fixed assets should also be 
computed.
No. 4 (10 points):
The church of X engages you to audit the books and certify the annual report 
of its treasurer. You find that the revenues consist of open plate collections, 
pew rents, envelope pledges, donations and interest from an endowment fund. 
The expenses are those ordinarily to be found in such cases. A good system of 
depositing all receipts in bank and making all disbursements by cheque is in 
force.
Assuming that you find the books correct as far as you can verify them, write 





Having completed our examination of the accounts of the church of “X” 
for the year ended December 31, 1929, we submit our report thereon, consisting 
of comments and the following exhibits:
Exhibit A—Statement of assets, liabilities and net worth, December 31, 
1929.
Exhibit B—Statement of income and expenditures for the year ended 
December 31, 1929.
Schedule 1—Schedule of investments—endowment fund—December 31, 
1929.
Our examination included the verification of the assets and liabilities as of 
December 31, 1929, and a review of the income and expenditures for the year 
ended that date. It is to be understood that we did not make a detailed check 
of all the transactions of the period, but rather a test check of transactions for 
April and December, 1929.
FINANCIAL CONDITION
The cash in bank was verified by reconciliation of the bank account and a 
confirmation from the depositary.
The investments in the endowment fund were verified by inspection. A list 
of the securities owned at December 31, 1929, showing the cost and the market 
value thereof at that date, is submitted in schedule 1; it will be noted that the 
market value at December 31, 1929, was $.......... less than the cost of the
securities owned. A reserve for this amount has been deducted from the cost 
of the securities shown in the balance-sheet.
The insurance policies in force were examined and it is our opinion that the 
church properties are adequately protected. The unexpired premiums as 
shown by the records were computed by us and found to be correct.
The land, church building, rectory, parish house and furnishings are carried 
at the appraised values set forth in the report of the “Z” appraisal company 
made as of December 31, 1929.
In so far as we were able to ascertain, all liabilities, including unpaid salaries, 
at December 31, 1929, were taken up on the books as of that date, and we were 
furnished with a certificate to that effect by the treasurer and the chairman of 
the finance committee.
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INCOME AND EXPENDITURES
As shown in detail in exhibit B, the income for the year ended December 31, 
1929, was $.......... in excess of the expenditures for the same period.
In the course of our examination we found that the plate and special col­
lections were counted by the treasurer and verified by a member of the vestry 
who initialed the entry of the amounts in the collection register. Pew rentals 
were entered in a pew-rental register. The receipts from plate and special col­
lections and from pew rentals were checked against the cashbook by us, and 
all receipts recorded in the cashbook were traced to the bank.
From the schedule of securities we ascertained the amount of interest receiv­
able from the investments in the endowment fund and verified the receipt of 
such interest. We also prepared and mailed statements to pew holders for 
any pew rents in arrears, with a request to confirm the amounts. Sixty-five 
(65%) per cent of the total was confirmed without exception.
The payments of salaries were verified and the amounts paid were to be found 
in agreement with those set by the board of trustees.
We also verified the payments for operating expenses, missions, benevo­
lences, etc., which were supported by authorized vouchers.
CERTIFICATE
We have audited the accounts of the church of “X” for the year ended 
December 31, 1929, and
We hereby certify that, in our opinion, the accompanying statements cor­
rectly reflect the financial condition of the church of “X” at December 31, 
1929, and the receipts and expenditures for the year ended that date.
Very truly yours,
No. 5 (10 points):
In auditing the books of the A. B. Company you find an item of $1,000 
debited to notes-payable account, but no canceled note is produced in support 
thereof, nor can you find a similar amount previously credited to this account. 
For good and sufficient reasons you do not desire to question the officers of the 
company until you have more information regarding the transaction.
(a) How would you proceed to obtain that information?
(b) What may you expect to learn?
Answer:
(a) The debit to the notes-payable account of $1,000 should be traced to 
the journal in which the transaction was recorded to determine, (1) the offset­
ting credit, and (2) the voucher or other papers supporting or authorizing the 
entry.
(b) If the entry represented a cash payment made, the auditor should inspect 
the canceled cheque to ascertain the date of issue, date of payment by the 
bank, the payee, and the endorsements. The signature on the cheque should 
be inspected to see if that was in order. The open accounts payable should be 
scanned to see if any account had been, or was being carried in the name of the 
payee, for the cheque may have been issued as a payment on an open account, 
or for some unrecorded liability.
It is also possible that a note was issued, entered in the notes-payable record 
but not entered in the notes-payable account, or that the cheque had been 
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issued as a part payment on a note of a larger amount. A check of the 
entries to the interest-paid account may lead to important information.
If the “good and sufficient reasons” for not questioning the officers arose 
through some irregularity, suspected or otherwise, it is probable that one of the 
officers issued the company’s note for $1,000 for his personal use, and that when 
the note was presented for payment, the company’s cheque was issued, either 
through carelessness, or on instructions of the officer.
It is also possible that the debit entry was made in an attempt to conceal a 
shortage in the cash account or in an attempt to “bury” a loan to an officer, 
employee, or others.
If the entry arose through the general journal, it may be found that the 
offsetting credit was made to some receivable account in an attempt to improve 
the current position of the company.
No. 6 (10 points):
Entering upon an audit of the A. B. Company you are handed the general 
books of account and a trial balance thereof. You learn that the company 
owns all or a controlling amount of the stock of several subsidiaries, carried 
on the books at cost. The trial balance shows open accounts with each of the 
subsidiaries.
State what influence this knowledge would have upon you, and why, in 
respect to
(a) Proving the accuracy of the trial balance
(b) The steps you would take
Answer:
The investments in the wholly owned subsidiary companies should be 
verified by ascertaining the authority for the purchases of the stock of the 
companies by reference to the minute book and contracts covering the transac­
tions, and by tracing the actual payments. The open accounts should be 
carefully analyzed as to the nature of the transactions which should be 
checked. The balances in these accounts should be confirmed by direct corre­
spondence.
Even though the open accounts arise from sales to the subsidiaries, the bal­
ances should not be included with the accounts or notes receivable from cus­
tomers. If the net current assets of a subsidiary are in excess of the amount 
which the company owes to the controlling company for purchases, the balance 
due may be shown in the balance-sheet of the controlling company as a current 
asset. If the open accounts represent advances of a permanent nature, the 
balances should be considered as additional investments and shown with the 
investments in the subsidiaries under the caption “Investments.”
Unless the books of the subsidiary companies are audited, the investments 
in those companies should be stated at cost, and the certificate qualified ac­
cordingly. The fact that these investments are in wholly-owned companies, 
should be noted on the balance-sheet.
The auditor should make every effort to convince the officers of the A. B. 
Company of the desirability of having the books of the subsidiaries audited 
so that a consolidated balance-sheet can be prepared. In lieu of investment 
accounts in and open accounts with wholly-owned subsidiaries, assets and lia­
bilities of like kind of all the companies would be consolidated so as more 
clearly to reflect the financial condition of the companies as a whole.
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No. 7 (10 points):
State three methods, with your arguments for and against each one, of 
showing as an investment the premiums paid by a corporation on a policy in its 
favor on the life of its president.
Answer:
Three methods for showing as an investment the premiums paid by a cor­
poration on a policy in its favor on the life of its president may be stated as 
follows:
1. The capitalization of the net premiums (i.e., premiums, less any divi­
dends) paid.
2. The capitalization of the net premiums paid with a reserve accumulated 
by charges to profit-and-loss.
3. The capitalization of cash surrender value of the policies only.
Insurance is generally carried on the life of the principal officer of a corpora­
tion to aid the company to meet any material emergency arising because of the 
death of the officer. Even though he may continue active beyond his life ex­
pectancy, and the policy be continued in force, the amount of the insurance re­
ceived at the time of his death will exceed the amount of the premiums paid. 
Because the amount ultimately received will be in excess of the amount of the 
premiums paid, it is contended that the asset is built up as the premiums are 
paid, and, therefore, the premiums should be charged to an asset account. 
However, it can not be known that the policy will be kept in force until the death 
of the officer. If canceled before that time, the excess of the premiums paid 
and capitalized over any cash surrender value will have to be written off to 
surplus.
As against capitalizing the premiums, there are some who contend that the 
premiums should be written off currently, as paid. This method open to criti­
cism in that a secret reserve is being created, inasmuch as the balance-sheet does 
not disclose the fact that the life of the principal officer is insured in favor of 
the company. This objection is met by the advocates of the second method 
enumerated above. The method of carrying a reserve equal to the amount of 
the premiums capitalized is predicated upon the theory that the insurance is 
carried against a future loss, and that it is, therefore, necessary to create a re­
serve out of current profits against which the loss may be charged.
The third method of capitalizing only the cash-surrender value of the policies 
is a compromise, in that, after the second or third year, the premium is divided; 
a part being charged to expense and a part to an asset account. This method is 
more generally followed, because the amount carried as an asset may be con­
verted into cash upon the surrender of the policies. The objection raised 
against this method is that the spread between the face value of the policies 
and the cash-surrender value is reduced each year, with a corresponding reduc­
tion in the protection afforded by the insurance.
In no case should the premiums capitalized or the cash surrender values be 
shown as a current asset.
No. 8 (10 points):
In auditing the books of Roe & Co. you find among the notes receivable one 
endorsed by John Doe, which is six months overdue, the maker having refused 




At the same time you happen to be auditing the books of John Doe, have 
already learned of this endorsement and propose to show it in a footnote on his 
balance-sheet as a contingent liability, with his knowledge and consent, though 
he “thinks” it has been paid.
Bearing in mind that, under the laws of the state in which this transaction 
occurs, John Doe is now discharged as endorser, how will you handle this 
matter in order to show it correctly on the respective balance-sheets?
Answer:
In the course of auditing the books of Roe & Co., a “request for confirma­
tion ” should be sent to John Doe, asking him to indicate his liability, if any, to 
Roe & Co., for the discounted note endorsed by him, which was still unpaid. 
The manner in which this matter would be handled in the respective balance- 
sheets would depend upon the answer received from John Doe.
If Doe replied that he was not obligated in the matter, under the laws of the 
state, the amount of the note, being uncollectible, should be written off, and 
the net worth reduced correspondingly in the balance-sheet of Roe & Co. On 
the balance-sheet of John Doe, the matter could be ignored entirely.
If Doe replied that he recognized his liability and was willing to pay the note 
when convinced that he had not already done so, the amount of the note 
should be shown on the balance-sheet of Roe & Co., as “notes receivable— 
past due,” and included with the current assets. On the balance-sheet of 
John Doe, the amount of the note should be shown as “notes payable” and 
included with the current liabilities. The net worth of John Doe should be 
reduced by the amount of the liability thus set up.
The foregoing answer is based upon the assumption that the maker of the 
note was not financially responsible. If, however, the maker was financially 
responsible, the amount of the note should be transferred to accounts receivable 
and its collectibility considered by the auditor in setting up a reserve for 
doubtful accounts. Roe & Co. should press the maker for payment of the 
amount due, for their own protection in case Doe refused to waive his discharge 
under the laws of the state, and to reimburse Doe in case he paid the note as 
endorser.
No. 9 (10 points):
State in detail the proper methods of verifying the securities owned by a 
“fixed investment” company.
Answer:
A schedule should be prepared from the securities ledgers just prior to the 
date of the actual count and inspection of the securities, showing:
Dates of purchases.
Description of the securities, including the certificate or bond numbers. 
Number of shares of stock or the par of the bonds owned.
Par value of stock, if any.
Where the securities are deposited, if not on hand.
Cost and market price of the securities.
Interest and dividends received.
If the securities are posted as collateral, with whom, and for what purpose.
The securities on hand should be examined by the auditor in person (a 
representative of the trust should be present) and checked against the schedule 
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previously prepared—preferably at the close of business on the balance-sheet 
date. In any event, complete control must be maintained until all have been 
verified to prevent substitution. Securities out for transfer, delivery, safe­
keeping or collateral should be verified by direct communication with the trans­
fer agents, depositaries, etc. The schedule of securities should be checked 
against the investment account or accounts in the general ledger to ascertain 
that the balances are in agreement.
In his examination the auditor should determine (1) that the bond coupons 
which are due subsequent to the date of his examination are intact, and (2) 
that the stock certificates are in the name of the company, or that they are 
endorsed or accompanied by powers of attorney if in the names of 
persons.
Purchase confirmations should be checked against the purchase records. The 
dates should be especially noted. Brokers’ sales slips should be checked against 
the sales records; and here also, the dates should be carefully noted. Tests of 
the purchases and sales prices should be made against official price records, 
and of the extensions and other calculations. The footings and cross-footings 
of the sales and purchases records should be verified, and the postings to the 
investment accounts should be checked.
The dividends and interest record should be checked against the official list 
of dividends declared and interest paid to see that the total dividends and in­
terest receivable to the company have been received and recorded.
The securities schedule should be checked with that prepared for the previous 
audit, and securities no longer owned should be traced through the cash-receipts 
book to the bank statement to account for their disposal. If the number of 
purchases and sales during the period were few, a detailed audit of such trans­
actions is to be recommended.
In planning his work, the auditor should arrange for the audit of the cash 
accounts and other negotiable securities simultaneously with the audit of the 
security portfolio.
No. 10 (10 points):
A purchased bonds in 1910 for $100,000. Their fair market value March 1, 
1913, was $112,000. He sold them in 1929 for $90,000. His only other income 
for 1929 was a salary of $45,000 and interest $5,000, with no deductions claimed. 
Disregarding any exemptions or credits to which he might be entitled, show the 
calculations you would make to ascertain the income-tax A will have to pay. 
(Surtax on $50,000 is $2,980; on $28,000, $720.)
Answer:
The authority for the following calculations is section 101 of the revenue 
act of 1928 from which the following is quoted:
“ (b) Tax in case of capital net loss.—In the case of any taxpayer, 
other than a corporation, who for any taxable year sustains a capital net 
loss (as hereinafter defined in this section), there shall be levied, collected, 
and paid, in lieu of all other taxes imposed by this title, a tax determined 
as follows: a partial tax shall first be computed upon the basis of the ordi­
nary net income at the rates and in the manner as if this section had not 
been enacted, and the total tax shall be this amount minus 12½ per 
centum of the capital net loss; but in no case shall the tax of a taxpayer 
who has sustained a capital net loss be less than the tax computed without 
regard to the provisions of this section.”
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“ (c) Definitions (for the purposes of this title):
(2) ‘Capital loss’ means a deductible loss resulting from the sale 
or exchange of capital assets.
(6) ‘ Capital net loss ’ means the excess of the sum of the capital losses 
plus the capital deductions over the total amount of the capital gain.
 (7) ‘Ordinary net income’ means the net income, computed in accord­
ance with the provisions of this title, after excluding all items of capital 
gain, capital loss, and capital deduction.
(8) ‘ Capital assets’ means property held by the taxpayer for more than 
two years (whether or not connected with his trade or business), ...”
The bonds which “A” purchased in 1910 and sold in 1929 must be considered 
as “capital assets” and the resulting loss, therefore, a capital loss. The basis 
for determining the gain or loss from the sale or other disposition of property 
acquired before March 1, 1913, shall be (1) the cost of such property, or (2) 
the fair market value of such property as of March 1, 1913, whichever is greater. 
(Section 113 (b) of the revenue act of 1928).




Total ordinary net income...................................... ................ $ 50,000.00
Capital net loss:
Fair market value of bonds as of March 1, 1913.................... $112,000.00
Selling price of bonds................................................................... 90,000.00
Capital net loss......................................................................... $ 22,000.00
Computation of Tax
$ 4,000.00 at ½ per cent................................................................ $ 20.00
4,000.00 at 2 per cent................................................................ 80.00
42,000.00 at 4 per cent................................................................ 1,680.00
Surtax on $50,000.00....................................................................... 2,980.00
Total tax..................................................................................... $ 4,760.00
12 ½ per cent of capital net loss ($22,000.00)............................. 2,750.00
Balance of tax........................................................................... $2,010.00 
However, it is also necessary to compute the tax “without regard to the
provisions” of section 101.
Ordinary net income......................................................................... $ 50,000.00
Less capital net loss.......................................................................... 22,000.00
Net income subject to normal and surtax............................. $ 28,000.00
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Computation of Tax
$ 4,000.00 at ½ per cent................................................................ $ 20.00
4,000.00 at 2 per cent................................................................ 80.00
20,000.00 at 4 per cent................................................................ 800.00
Surtax on $28,000.00....................................................................... 720.00
Total tax..................................................................................... $ 1,620.00
“A” will be required to pay the larger amount, or.................... $ 2,010.00
Illinois Accountancy Examination
This department has been requested to answer the following question set by 
the board of examiners in accountancy, University of Illinois, in the exami­
nation in auditing, May 15, 1930.
Question:
In connection with the audit of the “Y” Corporation, you find an account 
called “land and buildings,” which has been charged with the following:
Date Particulars Amount
2/1/29 Attorneys’ fees in connection with organization of the 
company....... ........................................... $ 1,000.00
2/ 6/29 Cost of land and old building......................................... 112,400.00
2/28/29 Discount on sale of stock................................................. 15,000.00
2/28/29 Miscellaneous organization expenses............................. 518.12
2/28/29 Cost of razing old building.............................................. 2,546.00
3/17/29 Attorneys’ fees and expenses in connection with the 
purchase of land and old building........ 2,000.00
3/31/29 Stock bonus given to promoters; 150 shares of pre­
ferred stock—par value $100 each....... 15,000.00
3/31/29 Administrative and general expenses, February and 
March....................................................... 6,318.13
4/15/29 Total cost of new building erected................................. 96,318.63
4/15/29 Discount and expense on bonds...................................... 5,000.00
5/ 6/29 Real estate taxes.............................................................. 1,850.33
5/31/29 Administrative and general expenses, April and May. . 14,419.64
10/15/29 Interest on bond issue....................................................... 3,250.00
Total per books........................................................................... $275,620.85
You also find that:
(1) The “Y” Corporation was organized January 2, 1929.
(2) The bond issue was for the purpose of paying for the cost of the 
building, is dated 4/15/29, bears a 6½% interest, and is payable 
semi-annually.
(3) Real estate taxes of $1,850.33 were deducted from the purchase price 
of $112,400 and were credited to organization expenses at February 
6, 1929.
(4) On February 28, 1929, the balance of $518.12 in the organization ex­
pense account was charged to land and buildings.
(5) The normal operations of the business commenced July 1, 1929.
(6) Administrative and general expenses consisted of:
Officers’ salaries................................................................ $16,000.00
Factory superintendent’s salary.................................... 3,000.00




(7) Other than reviewing the plans, blue prints, etc., neither the officers 
nor the factory superintendent were connected with the construction 
of the new building.
In order that depreciation may be properly computed, you are to set up 
separate accounts for land and buildings, stating your reasons supporting the 
various kinds of items which you include in each account.
In case certain charges found in land and buildings are not, in your opinion, 
properly chargeable to either land or buildings, state what disposition you 





Feb. 6,1929 Cost of land and old building.............................. $112,400.00
The contract price of the land and old build­
ing which is to be razed is a proper charge to 
land account.
Feb. 28,1929 Cost of razing old building................................... 2,546.00
Inasmuch as it was necessary to raze the old 
building before the new building could be 
erected, and as it was not the intention of the 
corporation to use the old building; the cost of 
that structure and the cost of razing it is a 
proper charge to the land account. Some 
writers suggest that the cost of razing the old 
building should be charged to the cost of the 
new building. As the value of the new build­
ing is not increased by the expense of razing the 
old building, such a charge should not be 
made.
March 17, 1929 Attorneys’ fees and expenses in the purchase of 
land and old building are additions to the cost 





April 15, 1929 Total cost of new building erected......................... $96,318.63
July 1, 1929 Accrued interest on bonds for the period April
15, 1929 (date of issue), to June 30, 1929 (the 
normal operations of the business commenced 
July 1, 1929), may be charged as a part of the 
cost of the building which was financed by the 
issue of $100,000 of 6½% bonds....................... 1,354.17
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July 1, 1929 Amortization of bond discount for the period 
April 15, 1929, to June 30, 1929, should also 
be charged to the building cost for such amor­
tization is, in effect, interest. While the 
nominal coupon rate of interest is per 
annum, the effective rate of interest is the 
coupon rate, plus that portion of the bond 
discount applicable to the period. The ques­
tion fails to state the life of the bonds, but for 
the purpose of this answer, the life is consid­
ered to be 20 years.
As the annual charge for bond discount 
amortization would be $250 ($5,000÷20), the 
charge for the 2½ months of the construction 
period would be..................................................... 52.08
Total................................................................. $ 97,724.88
In view of the fact that the examiners did not state the life of the bonds 
over which the bond discount and expense could be amortized, it is believed that 
the candidate could not be criticized if he made no assumption as to the life of 
such bonds in order to determine the amount to be capitalized. However, as 
the interest accrued during the period April 15, 1929, to June 30, 1929, was 
capitalized in the above solution, it was considered necessary to make such an 
assumption, in order to capitalize the additional interest represented by the 
bond discount for the same period. It should also be noted that some writers 
would not consider the interest as a part of the cost of the building.
The other items appearing in the account called “land and buildings”
should be treated as follows: 
Date Particulars Amount
Feb. 1, 1929 Attorneys’ fees in the organization of the com­
pany should be charged to organization 
expense................................. $ 1,000.00
Feb. 6, 1929 The real-estate taxes of $1,850.33 (note 3) were 
assumed by the vendor of the land and old 
building, and deducted from the cost of such 
land and old building by the “ Y ” Corporation. 
The amount should be charged to organization 
expense (which had been credited in error) 
and credited to accounts-payable account.... 1,850.33
Feb. 28, 1929 Discount on sale of stock should be charged to 
an account called “discount on capital 
stock”—a deferred charge to be written off
against surplus in the future............................ 15,000.00
Feb. 28, 1929 Miscellaneous organization expense should be 
charged to organization-expense account........  518.12
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March 31, 1929 Stock bonus given to promoters should be 
charged to organization expense as it repre­
sents a part of the cost of organizing the cor­
poration ............................... 15,000.00
March 31, 1929 Administrative and general expenses for Febru- 
and ary, March, April and May. These expenses
May 31, 1929 were not incurred in the acquisition of the 
land or the erection of the building so can 
not be properly charged to either of these 
accounts. However, if it were found that 
some part of the supplies, heat, light, etc., 
were used in the erection of the building, 
they may be charged to the building 
account. Otherwise, the total of the admin­
istrative and general expenses for the period 
should be charged to organization expense.. 20,737.77
April 15, 1929 Bond discount and expense should be charged to
the account of like name. That portion 
charged to building cost, $52.08, should be 
credited to the bond-discount account, 
which is a deferred charge to be written off 
over the life of the bonds.................................... 5,000.00
May 6, 1929 Real-estate taxes should be charged to the ac­
counts payable set up in the second entry
above.................................................................... 1,850.33
Oct. 15, 1929 Interest on bond issue should be charged to the 
expense account “bond interest,” which was 




FRAUD, ITS CONTROL THROUGH ACCOUNTS, by George E. Ben­
nett, The Century Company, New York.
Fraud, Its Control Through Accounts is a valuable addition to what has al­
ready been written on the subject of fraud. Professor Bennett has covered a 
great deal of ground in one hundred and twenty pages. The subject matter 
is logically presented beginning with a chapter on the legal distinction between 
larceny, embezzlement and forgery followed by an outline of certain general 
principles relating to accounts and ending with a complete summary of the 
kinds of fraud perpetrated through purchases, sales, cash and payrolls. 
The whole matter is presented in a terse yet thorough style.
This book, which is published under the auspices of the American Institute of 
Accountants, should prove a valuable guide to all practising accountants. In 
the detection of fraud and in the installation of accounting systems it is im­
portant to know where irregularities are likely to develop. This book indicates 
the weak points and shows the way to strengthen control. In this respect it 
should also be of value to executives, controllers and auditors in planning their 
accounting and other departmental organization, as well as the method by 
which transactions shall flow through the books.
F. H. Hurdman.
STOCK BROKERAGE AND INVESTMENT HOUSE ACCOUNTING, 
by F. W. Thornton, Harper and Brothers, New York. 188 pages.
Stock Brokerage and Investment House Accounting is a clear and concise 
exposition of stock-brokerage accounting. Mr. Thornton has avoided, if not 
dispelled, that air of profound mystery which, in some quarters, surrounds the 
subject. He has set forth, in their proper perspectives, the distinctive features 
that one encounters in this field of accounting.
In the first section of the book, Mr. Thornton deals with the different types of 
transactions of a stock broker and the principal books of account and shows, 
by appropriate examples, how the transactions are recorded. Lucid explana­
tions are given of the use of the blotter and position record, the meaning of 
failures to receive and deliver, stocks borrowed and lent, transfers, etc., and 
their place in the accounting.
The book appears to be written largely for the benefit of the public account­
ant whose clientele includes brokerage firms and for members of his staff. 
For this reason a glossary might be useful.
The chapter on auditing procedure is excellent. With an economy of words 
that is refreshing, Mr. Thornton emphasizes the essential differences between 
the audit of a stock-broker’s accounts and that of a commercial concern. 
Accountants of experience in brokerage audits will find much of interest in this 
chapter; a perusal of it will probably suggest points on which they can improve 
their own procedure and thus increase the protection for themselves and their 
clients. Mr. Thornton, however, does not mention that a broker’s insurance 
policy sometimes requires that second requests for confirmation must go by 
registered mail. He makes the somewhat naive suggestion that the audit 
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should be commenced on a Friday night, so that the counting of securities, etc. 
can be completed by Monday, the next day for deliveries. Unfortunately, 
public accountants have to take things as they come. Clients generally ask for 
the audit to be as of the close of business on the last day of the month, and that 
day sometimes will fall on, say, a Tuesday or Wednesday. However, some 
prevision on the part of the public accountant and the adoption of a well laid 
out programme will reduce undue late work for his staff, without interfering 
with the smooth working of the client’s office.
There are, of necessity, many references throughout the book to the New 
York stock exchange and its regulations. Probably the most important 
development of recent years in the field of stock-brokerage accounting, at any 
rate as affecting public accountants, has been the requirement of the exchange 
that members shall report their financial condition to it when required, the 
statement being generally referred to as the “questionnaire.” True, part of 
the questionnaire is reproduced in Mr. Thornton’s book, but the introductory 
references to it seem rather casual and there does not appear to be enough 
emphasis as to how important it is that public accountants should acquaint 
themselves with the requirements of, and procedure relating to, the question­
naire. This reviewer suggests that, in a book on stock-brokerage accounting 
and auditing procedure, it is advisable to set forth clearly and definitely the 
requirements of the stock exchange as to the questionnaire and the procedure 
as affecting the public accountant.
The author states that under the income-tax law securities owned by brokers 
or dealers may be valued either at cost or at market prices. This reviewer 
believes that there is a choice of three methods: (a) cost; (b) cost or market, 
whichever is lower; or (c) market.
The second section of the book deals with the accounts of investment security 
dealers, i. e., those who sell securities to their customers, as principals and not 
as brokers. It contains a well rounded treatment of the matter.
Mr. Thornton has made an illuminating and readable contribution to the 
literature of accounting procedure for brokers and dealers in securities.
J. S. Williams.
TAX AVOIDANCE, by Dennis Hartman. The Legal Publishing Society, Inc., 
Washington, D. C. 224 pages.
It has been said that the difference between a patriot and a rebel lies in the 
degree of success. Perhaps in tax practice something of the same kind may be 
said—if a procedure to reduce taxes is successful, it is avoidance and legal, 
but if it fails, it is evasion and illegal.
The book has outlined in a general way a number of suggestions whereby 
taxes may be reduced. One of the best chapters in the book is the author’s 
discussion of the use of trusts. In this he gives a quite thorough and well docu­
mented discussion of this interesting topic. While trusts are not so generally 
used as other types of organization, still the subject is an intricate one, requir­
ing careful study in its application, and the author has brought together a large 
amount of data relative to it. The chapters on the use of corporations, both 
from the standpoint of reorganizations and the use of the individual corporation, 
are also quite complete. However, it would have added considerably to the 
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enlightenment of the average practitioner as to the use of Canadian corpora­
tions if he could have had the benefit of Mr. Hartman’s more extended views 
and comments. This phase of the discussion was confined almost entirely to 
what appears to be the author’s quotation from a pamphlet.
The good features of the book are somewhat obscured by a rather poor ar­
rangement in the matter of separating quotations from the author’s comment 
and by poor proof-reading. It is quite apparent that Mr. Hartman hurried 
the completion of the book in order that it might be in the hands of purchasers 
in time to be available for the current tax season and future editions of the book 
will undoubtedly be corrected.
E. T. Weiler.
THE KEYS OF BETA ALPHA PSI. Official publication of the grand coun­
cil of Beta Alpha Psi.
The first issue of the national publication of Beta Alpha Psi, national ac­
counting fraternity, made its appearance on September 1, 1930, the result of 
months of basic planning on the part of the members of the grand council. 
A national news organ, properly constructed, should occupy a major portion of 
each year’s programme, if for no other reason than that it knits together more 
firmly members scattered over the land both in and out of local chapter activi­
ties. Plans are under way to make every issue of vital interest to every 
member of the fraternity.
This publication is to contain articles in harmony with suggestions which 
have been sought from local officers and members. These articles will concern 
ethics of practice, professional training, cooperation with local practitioners, 
and so on.
Beta Alpha Psi is a Greek letter fraternity for accounting majors in schools 
and colleges of business administration. The first chapter was founded at the 
University of Illinois in 1919, and in 1923 the fraternity was incorporated under 
the laws of Illinois as a corporation not for profit. The idea which lies behind 
the activities of this fraternity is to elevate the standing of the profession of 
accountancy through improving the quality of its members who are recruited 
from the universities.
Before candidates are admitted to membership, even if acceptable on gen­
eral grounds, written entrance examinations must be passed, searching in 
nature and designed to test the thoroughness of preparation of each candidate in 
accounting theory, in problems, in auditing, in business law and in economics.
An organization imbued with this idea, and numbering among its members 
accountants standing high in the profession as practitioners or teachers or both 
should put forth a publication which will take its place alongside the best in 
accounting literature.
George E. Bennett.
COMMERCIAL ARITHMETIC, by Warren L. Starkey, Globe Book Com­
pany. 179 pages.
The purpose of this comparatively brief, little book is not only to cover the 
essentials of commercial arithmetic thoroughly and concisely, but also to ex­
plain them in what the author, after many years of successful teaching experi­
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ence, has found the clearest and most satisfactory manner. The book is 
primarily written for secondary school and technical business school students.
Throughout the volume praiseworthy emphasis is laid upon developing a 
general, systematic, rational method of solving all practical problems. As an 
aid to the student, the author constantly analyzes, reasons and solves illustra­
tive problems in a model manner. One instrument whose applicability to 
many outwardly dissimilar but inwardly related problems is continually ex­
plained, with excellent effect, is the percentage formula. Hence, upon careful 
completion of this book, a reader can forget many details and still have re­
ceived in his training a means to mastery over the usual problems in commer­
cial arithmetic.
Regarding its detailed subject matter, this little volume, in addition to the 
topics customarily found in a work of similar scope, introduces several new sub­
jects worthy of inclusion and treats many old ones in a simpler and more stim­
ulating way. And concerning its style of presentation, the book, because of the 
many illustrative problems solved, the definitions, diagrams, rules and formulae, 
is unusually simple and clear.
In view of the merits above, and the additional one of very low price, this 
book should not only prove valuable in secondary school instruction, but also 
quite useful to all practising accountants who desire a rapid survey of com­
mercial arithmetic essentials, and especially to any who, in satisfying the edu­
cational requirements for a New York C. P. A. certificate, expect to be exam­




[The questions and answers which appear in this section of The Journal of 
Accountancy have been received from the bureau of information conducted 
by the American Institute of Accountants. The questions have been asked 
and answered by practising accountants and are published here for general in­
formation. The executive committee of the American Institute of Accountants, 
in authorizing the publication of this matter, distinctly disclaims any re­
sponsibility for the views expressed. The answers given by those who reply are 
purely personal opinions. They are not in any sense an expression of the In­
stitute nor of any committee of the Institute, but they are of value because 
they indicate the opinions held by competent members of the profession. The 
fact that many differences of opinion are expressed indicates the personal nature 
of the answers. The questions and answers selected for publication are those 
believed to be of general interest.—Editor.]
DISPOSITION OF ITEMS ON BALANCE-SHEETS
Question: I would greatly appreciate, as an associate member of the Insti­
tute, specific enlightenment as to the proper disposition on the balance-sheet 
recommended of such ordinary items as call loans, commercial paper, tax antici­
pation notes, mortgage notes, bankers acceptances and similar media for the 
temporary investment of current surplus corporate funds.
Answer: Your inquirer asks for enlightenment as to the proper disposition 
in the balance-sheet of “ such ordinary items as call loans, commercial paper, 
tax anticipation notes, mortgage notes, bankers acceptances and similar media 
for the temporary investment of current surplus corporate funds.” It is diffi­
cult to answer such a general inquiry as from its wording one can not well deter­
mine whether your inquirer wishes information about each of the items indi­
vidually or information as to the general treatment of temporary investments 
of surplus funds. Assuming the latter to be the purpose of the inquiry, it is 
the writer’s opinion that it is always proper and usually desirable to classify 
temporary investments of current surplus corporate funds as current assets. 
To justify such classification, however, it should be definitely determined that 
the asset actually represents a temporary investment which can be exchanged 
for cash whenever desired and is not intended as a permanent investment. In 
any case, it is desirable that the description of the asset so included among the 
current assets should be as clear and definite as possible.
Answer: The items listed are temporary investments of current surplus 
corporate funds and are properly classified on a balance-sheet as “ marketable 
securities” and are properly included in the designation “current assets.”
Answer: If this question is read carefully it would appear that an error had 
been made in stating it. However, we can interpret the sense of this question 
to mean the proper disposition on the balance-sheet of the various items set 
forth in the question.
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A company having on hand more cash than it needs for its current purposes 
frequently invests these funds temporarily for the purpose of the return which 
is afforded by such investment. The fact that this disposition of funds is 
temporary makes it necessary to seek sound investments which may be liqui­
dated without loss at the time the need for cash may arise. It is necessary to 
seek investments which have a ready market value or mature on or before 
the time when the need for cash may arise.
We understand that current assets are those assets which, in the ordinary 
course of business, may be converted into cash to pay liabilities without crip­
pling or restricting the activities of the business. So long as the investments 
continue to be readily marketable or of an early maturity date they answer the 
description of current assets. It will be noted that on the balance-sheet cur­
rent assets are arranged usually in their order of liquidability and for this 
reason cash is placed first, accounts receivable follow and inventories are 
placed last. These three items do not, of course, include all current assets but 
are merely stated for purposes of illustration. Following this practice, there­
fore, it is recommended that the media for the temporary investment of funds 
be classified on the balance-sheet in the same manner, that is, in their order of 
liquidability. As an illustration, call loans which supported by proper collateral 
are about as liquid as cash and are usually placed on the balance-sheet immedi­
ately below that item.
EARNINGS OF FIRE AND CASUALTY 
INSURANCE COMPANIES
Question: “ In computing the earnings which accrue to a stockholder of a 
fire or casualty insurance company during a period of one year, the under­
writing profit or loss, the net interest, dividends and rents earned, and net profit 
or loss on investments are added together. Some firms also include 40 per 
cent. of the increase in the unearned-premium reserve for the year. They jus­
tify this by stating that it reflects the increase in the liquidating value of the 
stock. (The liquidating value of a fire or casualty company stock is obtained by 
taking the capital, surplus, voluntary reserve, and 40 per cent. of the unearned 
premium reserve.)
“On the other hand, it is claimed that since the reserves revert to under­
writing profits as soon as the policy expires, this should not be taken in comput­
ing the total earnings.
“Since taking in the 40 per cent. of the increase in U. P. R. usually tends to 
inflate the profits, we feel that the more conservative way is to omit that 
figure.”
Answer: We do not believe that 40 per cent. of the unearned premium re­
serve should be used in computing the earnings of the company.
This would only be obtained by reinsuring the open risks, which would con­
template liquidation, and the 40 per cent. is not a fixed amount but subject to 
negotiation and any special conditions of the business of the company being 
taken over.
Usually in a fire insurance company there is also an equity in the unpaid 
losses, as normally there is a saving between the losses as estimated and paid. 
There are also possible equities in undervalued real estate, office furniture and 
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fixtures and the goodwill value of an established agency organization. These 
matters would require consideration in the sale of a company but hardly in 
finding its earnings.
In conclusion we may point out that the state insurance departments do not 
permit the inclusion of the 40 per cent. in their determination of surplus.
Answer: A credit to income account of the character indicated in your 
letter may perhaps more clearly be described as a “ part deferment of the esti­
mated cost of acquisition of unearned premium income.” No such income 
credit is permitted by state insurance departments to be included in annual 
statements filed by insurance companies, nor is it the usual practice of insurance 
companies to record it on their own books. If auditors, however, should find 
in the course of an examination that credit has been so taken they would, we 
consider, be justified in passing the accounts, provided the amount of deferred 
cost and the basis of its computation is clearly shown on the face of the balance- 
sheet.
The balance-sheet of any business carried on for the purpose of gain is 
usually prepared on the basis of the company being a “going concern,” and 
does not attempt to reflect the liquidating value of shares owned by a stock­
holder in the company. In the event that an insurance company in preparing 
its balance-sheet follows the more usual practice of not deferring the approximate 
cost of acquisition of unearned premiums, the liquidating share value is less 
nearly reflected by the balance-sheet to the extent of the item not deferred. 
It may be mentioned that statistics relating to insurance companies’ balance- 
sheets usually give effect to this deferment in the computation of share values.
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ment should schedule and report the results of his findings, and how these results should be 
made to support the report and balance-sheet prepared as a conclusion to the work. Octavo, 
201 pages. Prices: doth bound, $5.00; leather bound, $7.50.
EXAMINATION QUESTIONS
This is the third edition of questions prepared by the Board of Examiners of the American 
Institute of Accountants. It contains all the questions and problems set in the Institute 
examinations from June, 1917, to November, 1927, inclusive. 12mo, 555 pages. Price, $3.00.
DUTIES OF THE JUNIOR ACCOUNTANT
W. B. Reynolds and F. W. Thornton set forth in this admirable manual just what work is 
expected of both the beginner and the more experienced junior accountant in conducting an 
audit from beginning to end. 12mo, 107 pages. Price, $1.25.
THE BALANCE-SHEET
The preparation, content, and interpretation of the balance-sheet are fully and dearly 
explained, by Charles B. Couchman, C.P.A;, in this volume. The book presents the theory 
underlying the preparation and publication of financial statements of business organizations 
and the reasons for each major classification in such statements. Royal octavo, 288 pages. 
Price, $3.00.
I INTRODUCTION TO ACTUARIAL SCIENCEThis book, by Harry Anson Finney, C.P.A., adequately answers the demand for a dear
elementary textbook on actuarial science. It has already proved its worth not only to 
students of accounting, but also to both accountants and business men. 12mo, 101 pages. 
Price, $1.50.
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The Harvest of the Lean Years
Amidst all the work and worry of a year like this, 
there is one wholesome harvest: the growth in the 
respect for the basic laws of business economics. 
The accountant and the appraiser are looked to 
hopefully for the vital assistance that they can 
render in coping with a difficult situation.
Distortions of business records, neglected last year 
in the flush of boom times, are now countenanced 
only with misgivings. Particularly is this true of 
the plant accounts—that dumping ground for error 
which has led so often to gross inequities, grave 
departures from the truth.
To correct these errors in the property records, 
American Appraisal Service has been constantly 
broadened and clarified, in the nature of the in­
vestigations and the character of the reports ren­
dered. If you have not inspected a typical Plant 
Ledger Form appraisal, call our nearest represen­
tative. He will be glad to show you in detail how 
American Appraisal Service places property under 
the control of the accountant.
American Appraisal
COMPANY
Canadian Appraisal Co., Ltd., Montreal, Toronto and Winnipeg 
The Anglo-American Appraisal Co., Ltd., London, England
Atlanta Cleveland Minneapolis St. Louis
Baltimore Cincinnati Milwaukee San Francisco
Boston Dallas New Orleans Seattle
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Chattanooga Kansas City Pittsburgh Washington
Chicago Los Angeles Portland, Ore. Berlin, Germany
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